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In the Record 


Wheres and Whys of the Tax Burden 


On whom and how heavily is it falling ? Is it going to fall ? 
It’s an-old problem: from time memorial, cabinets and par- 
liaments have been known to be made or wrecked on what 
economists nowadays are prone to refer to as the “burden” 
of taxation. We made some decisions last year, but the prob- 
lem is stil] with us and in meeting places of businessmen’s 
associations and of unions, as well as in the halls of Congress 
and state and city legislatures, the debate on how to widen 
and deepen the three broad categories of taxes goes on. The 
mixture of the three: corporate, individual, and excise (with 
or without a deficit): will largely determine what income 
brackets are likely to be hit the hardest. As far as one can 
tell, all three taxes (with or without a deficit) are likely to 
be on the way up for a long time to come. 

There’s another side to the tax story (see page 114) these 
days. In the present situation, many persons look to taxes 
not only for the revenues to finance government operations 
but as a necessary means of regulating and checking in- 
flationary pressures. Whether or not this is a practical method, 
the need for such checks and balances is evident in almost 
every story in the magazine. 


For example on the wage front: 


Do we or don’t we have wage stabilization? (If we do, 
we'll need to worry less about draining excess purchasing 
power into taxes or savings.) In discussing “The Labor 
Market and the 10%,” particular attention is paid to turn- 
over rates and to employment shifts from one industry 
to another. There has been a tendency, he finds, for manu- 
facturing wages and hours to rise faster than those in non- 
manufacturing. (See page 87.) The price side of stabilization 
is touched on in Business Highlights (page 82) and in “Food 
and the Freeze” (page 112). 


Or again on stretching the steel supply: 


How much steel do we have—shall we have—for civilian 
goods? The article beginning on page 102 discusses the sub- 
stantial differences that seem to set this period’s steel economy 

‘off from World War Il. After computing steel output totals 
and defense requirements for that steel, the analysis 
comes out with some interesting deductions on how much 
steel may be left for the civilian economy. If there is going 
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to be considerable steel left for civilian goods, as he suggests 
is possible, will other factors be equally favorable? And if 
so, will there still be too much purchasing power ? 


Or take the whole range of raw materials: 


Sixteen pages of this month’s issue are devoted to the 
opinions of more than 150 executives on the tribulations of 
making the goods under present conditions. Most of the 
commentators find the going rough—mostly because of their 
difficulties in obtaining the raw materials to work with. 
Many remedies are suggested, including adoption of a con- 
trolled materials plan similar to that of the last war. In 
looking behind such mechanisms, however, one company 
president sees the need “to build up our production facilities 
of basic materials to the point where there will be enough 
available not only for the emergency and important civilian 
needs, but also for the less important civilian needs.”” (The 
quote is from page 101; the article begins on page 96; the 
excerpts section on page 119.) Economically, can it and 
should it be done? 


As to raising funds: 


When government business is booming and expansion is 
the national order of the day, there is always concern over 
the accompanying upsurge of inflation. The fear of this danger 
(as revealed in demand for higher interest rates) runs like a 
scarlet thread through the article on “That FR-Treasury 
Controversy.” A counter thread (¢.g., let’s keep these rates 
low) is felt by others to be of even greater concern since 
funds must be had by the government in larger and larger 
amounts. How can the Federal Reserve function best in this 
preparedness period without giving inflation too great a 
boost ? (See story on page 107.) 


So back to taxes again: 


The bigger the tax yield the smaller the inflationary poten- 
tial; and the less necessary for the government to depend on 
long-term loans. But as we have tried to indicate, there are 
alot of problems in-between. And some of them have some 
attractive aspects. Is it mostly a matter of wishful thinking 
that we can have most of the butter we want, too? Whether 
it is or not, the questions raised are to the point and deserving 
of serious study. 


Business Highlights 


THE INTERMEDIATE RUN 


From now to midsummer, direct controls—on materials, prices 
and wages—face a complex assignment 


bilization has appeared most clearly in adminis- 

trative developments rather than in business 
operations themselves. Indeed, business statistics 
available at press time indicated no radical difference 
from the last months of the old year. Consumer 
trade was continuing at a high rate. January trends 
in prices and output seemed to be normal extensions 
of trends in November and December. Residential 
construction activity, even after four months of 
credit controls, was running well ahead of January, 
1950. 

But out of the swelling binders of Washington 
news services at least one conclusion about the new 
year begins to emerge clearly. Events are putting a 
special frame around the first seven or eight months 
of 1951, setting it apart as the time for the uphill 
climb of the mobilization, the period when much of 
the transitional phase is to be completed. 

The beginning of this “intermediate run” of the 
mobilization is fixed firmly in January, 1951, by the 
insertion of DO orders in production schedules; by 
the beginning of the major materials cutbacks, and 
the passage of the excess-profits tax. And together 
with the last weeks of December, 1950 (presumably 
to pick up normal markup relationships in retail 
trade), January furnished the base period for the 
wage-price freeze. 

The other terminus, as yet indefinite, may be 
marked by the effective date of a controlled materials 
plan covering aluminum, steel and copper (present 
target date: July 1); the passage of a new tax law 
(not now expected before June, and in any event its 
effects may not be noticeable before midsummer) ; 
and the end of major transitional adjustments in the 
administration of the wage-price freeze, with a hoped- 
for conclusion of the wage-price spiral. 

The unique character of this period stems from a 
number of considerations. In the first place, defense 
expenditures are expected to continue to rise rapidly. 
Weekly figures for early February suggest a military 
spending rate of about $23 billion annually, as com- 
pared with the year-end rate of $20 billion. And 
there are underlying indications of a further speedup 
in procurement—among them the recent jump in steel 


[i THE FIRST months of the new year the mo- 
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set-aside percentages, and the cutbacks in permissible 
use of steel for automobiles in the second quarter. At 
the same time there has been no major change in the 
outlook for total output.’ 

Secondly, it seems doubtful now whether any new 
tools for forging the mobilization will be in use by 
summer. Consumer income won’t be affected by new 
taxes. Rationing is not yet near. No significant 
intensification of voluntary savings programs has 
gotten under way.2 Manpower controls are still im 
an early thinking stage. 

This combination of factors serves to illuminate 
developments in two key areas of the mobilization. 
During the intermediate run, piecemeal materials con- 
trols (with only a minor assist from credit controls) 
must bear the burden of shifting production into 
defense goods—in the face of unprecedented levels 
of disposable income bearing on the consumer goods 
markets. That means they must shift labor as well 
as materials, and they must keep the rate of diversion 
from the civilian sector in a running balance with the 
demands of military procurement. 

Secondly, the wage-price controls (again with 
minor help from credit controls) are left almost alone 
in the field to stem the wage-price spiral (again in 
the face of inflationary income levels). 


WHAT'S ITS END USE 


Materials controls have now stretched across a 
major part of the industrial market. Cutbacks have 
gone deeper, and have begun to shift from simple per- 
centage rates to end-use Jimitation. Aluminum, cop- 
per, nickel, tin, cadmium, cobalt and leather have been 
brought under such direct bans, effective now or in 
the near future, and in April steel comes under a ceiling 
limitation in automotive, appliance, and other ap- 
plications. 

At least for the time being, the technique of end-use 
limitation is apparently being developed as supple- 
mentary to the across-the-board percentage cutback, 


‘so that from now on the cutback percentages will no 


longer be accurate guides to the extent to which basic 
materials are being diverted from the civilian sector. 


‘FRB has estimated February industrial production at 1% below 
January, or about equal to the December level. 
*Redemptions of savings bonds were still exceeding sales in January. 
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For example, in March the permitted use of copper 
in non-DO production falls to 80% of each manu- 
facturer’s base-period (January-June, 1950) consump- 
tion. No manufacturer can use more, but beginning 
March 1 many manufacturers—producers of caskets, 
advertising displays, book ends, mail chutes, restaur- 
ant furniture, to name a few—can’t use any copper at 
all unless and to the extent that they convert to other 
products. How much of total civilian copper use is 
covered by the prohibition is not easily measured; 
but a glance at the list indicates it must be substan- 
tial. 

And copper is not an isolated case. Beginning 
April 1, fabrication of aluminum for a great number 
of consumer and constructional products is prohibited. 
In March the use of tin is restricted, and in March 
and April nickel disappears from a broad range of uses. 

In all these cases the orders allow a sixty-day 
period following their effective dates to finish up pro- 
duction of goods in process. Then all production of 
literally hundreds of consumer products will either 
grind to a halt or shift to more or less unsatisfactory 
substitute materials. Midsummer may well be blos- 
som time for the ersatz consumer good. 


NOT IN THE FIGURES 


Whether these cutbacks exceed, equal or fall short 
of the needs of military procurement continues to be 
a $64 question. Employment statistics seem to indi- 
cate that up to February the “interim dip” that was 
widely expected to occur while materials were in pro- 
cess of diversion had not yet materialized in any 
serious degree. Reports of layoffs because of material 
shortages were meager in January, and continued to 
be confined to a narrow range of industries. Unem- 
ployment insurance benefit claims fell off steadily, at 
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least until the rail strike. Preliminary figures (Bureau 
of Labor Statistics) for January show that average 
weekly hours worked declined more than seasonally, 
but employment fell less than seasonally. Construc- 
tion activity, radio, television and appliance produc- 
tion, and passenger-car assemblies in January showed 
little evidence of serious materials problems. And 
heavy seasonal reemployment was in progress in the 
apparel industry. 


WATCH INVENTORIES 


But this picture could change quickly, and by mid- 
February there were signs that it was changing. Rep- 
resentatives of small business were complaining 
bitterly about metal supplies—particularly steel— 
even before the latest jump in steel set-aside per- 
centages. Manufacturers of aluminum constructional 
specialties were taking a gloomy view of the future. 
Members of the rubber industry announced plans 
for cutting the work week, and laying off, in one 
case, as much as 10% of a plant work force (again 
before the latest restrictions limiting tire types, and 
before the announcement of another cut in nondefense 
use of rubber effective March 1). There were sporadic 
reports of supplies of various grades of stainless steel, 
zinc, cadmium, and brass ingots that were going with- 
out takers because of restrictions on civilian use. 

And the picture may sharpen rapidly in the next 
few months as restrictions tighten. In the first place, 
inventories at the producer level, which may have 
served as a buffer, have dwindled rapidly since Korea. 
To the extent that they reappeared in rising inven- 
tories of consuming industries, at least some of the 
protection furnished by them is doubtless expended 
now.’ (In any event a number of the orders ban con- 
sumption as well as acquisition.) Output-of the 
major materials, after reaching a peak in the second 
half of 1950, have shown little tendency to rise since. 

Again, while initial cutbacks in allowable consump- 
tion may be absorbed through substitution and elimi- 
nation of nonessential parts and decorative applica- 
tions, a second cutback of the same size may reach the 
vital zone of a consumer product, and reduce output 
severely.” 

There was some ground for believing that the “in- 
terim dip” would show up quickly and severely in 
construction activity. No such sign has appeared as 
yet. While total construction expenditures were down 
somewhat more than seasonally, they were still about 
20% above January, 1950. Expenditures on private 
residential construction were almost 25% above a 

1The National Association of Purchasing Agents recently reported 


a significant drop in working stocks of industrial materials during 
February. 


2This may explain why automotive orders for steel have not 
fallen as rapidly as NPA anticipated. The industry has apparently 
absorbed an initial cut in its consumption of nonferrous metals 
without a proportional reduction in output of cars and demand 
for steel. 
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year ago. Nonfarm housing starts in January set an 
all-time record for the month (and the industry may 
well have set another record in February). Expendi- 
tures for industrial construction were about double a 
year ago. 

Here too, however, the test of the dip may come in 
the second quarter, when residential building activity 
normally ascends a pronounced seasonal pattern. It 
should be noted that in the second quarter of 1950 
residential construction ran twelve to fifteen times 
the volume of industrial construction. A one third 
cut in residential building activity—the figure fre- 
quently quoted as the 1951 goal—would vastly over- 
weigh any conceivable rise in industrial construction. 

Thus it may be that seasonal factors—plus a 
cushion of inventories, plus the ability of industry 
to substitute materials in noncritical applications and 
to trim off the frills of its products—may have sup- 
plied enough flexibility to stave off major difficulties 
in the first months of the new year. But the balance 
between controls and military demand is still pre- 
carious, and may grow more so until a better budget- 
ing of military needs for key materials becomes pos- 
sible with the inauguration of CMP.1 


FOUR TROUBLE AREAS 
Early in January, Tae CoNnrerENCE Boarp pointed 
out four areas in which the voluntary price freeze 
then in effect was encountering trouble.? These were 


1The terms of the steel cutback in the critically important7auto- 
mobile industry relieved one of the major anxieties about the second 
quarter. The 80% limitation on steel consumption (based on January- 
June, 1950, presumably with an upward adjustment for the Chrysler 
strike during that period) should allow production to continue at 
the first-quarter rate of about 500,000 cars a month. Fear of pro- 
ducing unemployment played a large part in NPA’s decision to reduce 
the cut to 20% from the 25%-40% range originally contemplated. 

See Desk Sheet, January 6, 1951. 
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farm prices, import prices, the price of labor, and the 
so-called retail lag. The failure of the voluntary freeze 
to dampen the inflationary spiral between December 
20, when it was announced, and January 26, when it 
was replaced by the mandatory freeze, is now spelled 
out more clearly in the statistics for that period. On 
average, the seven domestic agricultural commodities 
in the BLS spot price index advanced almost 6%.’ 
The eleven imports in the index rose more than 9%, 
and the general level of wholesale prices about 3%; 
food prices 2%, and the consumer price index 1%.” 
To complete the spiral, the index of prices paid by 
farmers—the key to the farm parity level—jumped 
3%,? and the relationship between the increases in 
the wholesale and retail price levels also suggests that 
retail margins were squeezed further. Unfortunately, 
the squeeze was tightest where the terms of the volun- 
tary freeze were followed most closely. 

There is little evidence now that the new freeze 
can avoid any of these difficulties. The problems are 
inherent in a situation that finds a close parallel in 
the experience of the OPA in the six months following 
its General Maximum Price Regulation of April, 1942 
—the six months that constitute the “intermediate 
run” of the World War II mobilization.2 Then, as 
now, price controls were severely handicapped in the 
farm and food sector. And all price controls were 
under heavy pressure from an inflationary growth of 

1The Department of Agriculture index of all prices received by 
farmers rose 5% between December 15 and January 15. 


"Between December 15 and January 15. Consumer price index 
for January 15 estimated. 

*There are two important but offsetting differences in theycircum- 
stances of the World War II period. By midsummer of 1942 rationing 
and bond purchasing plans were in effect (although the latter had 
not yet produced substantial results). On the other hand, wages 
were not stabilized formally until October. 
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purchasing power not yet significantly curbed by tax- 
ation, by effective generation of high savings or 
stabilization of farm, wage and other income. 

In the second quarterly report of the OPA, covering 
the first three months of administration of GMPR, 
Mr. Henderson commented: 


“Unless the Price Control Act was amended to permit 
the stabilization of farm prices and unless the rest of the 
President’s program was implemented to make possible 
the control of the basic inflationary forces, it was clear that 
the cost of living could not long be held. . . . Under the Gen- 
eral Maximum Price Regulation, a salient had been thrown 
out into enemy territory in expectation that major forces 
would be brought up to reinforce it. These reinforcements 
had not appeared. The line, thinly held, was under in- 
creasing pressure at all points, and the enemy was pour- 
ing through a breach in one flank.” 


Statements of ESA officials reflect the same dilem- 
ma in their reference to a generally rising price level 
between now and midsummer. As of January 15, 
the great majority of agricultural commodities were 
still below parity, although they had been advancing 
steadily, having increased 28% between January, 
1950, and January, 1951. (Of this increase, about 5% 


How the Farmer's Situation Has Improved 
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occurred prior to Korea.) The legal minimums set 
by the freeze order would allow a further rise of about 
77 in the index of farm prices. This would be passed 
into retail prices of products processed from farm 
commodities (with the exception of meats, now above 
parity). It seems altogether probable that such a 
rise will occur, in view of the extremely high levels 
of personal income. Also, the stabilization of most 
prices may well accelerate the rise of those that are 
free to move. This again was the experience of the 
OPA in similar circumstances. 

The passed-through rise in food prices would in 
the first instance raise the consumers’ price index by 
about 2%. But it would also raise the index of prices 
paid by farmers by about 2%.1 The resulting revision 
of parity prices could then result in a second, although 
much smaller, rise in the consumers’ price index—per- 
haps about 0.5%. 

This is only one aspect of the inflationary conse- 
quences of the farm price situation. It is also clear 
that the possible 2%-3% rise in the consumers’ price 
index would magnify the already difficult issue of 
wage controls for the more than 2 million wage earn- 
ers now covered by escalator clauses, and it would 
doubtless put heavy pressure on all wage ceilings.” 

Just as significantly, it would result in a very sub- 
stantial rise in farm income. A 7% rise in prices re- 
ceived, combined with a 2% hike in prices paid, would 
drive the parity price ratio up about six points from 
its level of 110 in mid-January. A ratio of 116 
would compare favorably with the farmer’s experi- 
ence in 1947, when net farm income was at a record 
high for the decade of $17.8 billion, or 9% of total 
national income. On the basis of historical relation- 
ships between the level of the parity ratio and the 
share of net farm income in total national income, 
the farm operator bids fair, under present price-con- 
trol law, to increase his net income by about $5 billion, 
or more than 30%.8 

That rise would be imposed upon an already record 
level of personal disposable income. In December, 
this latter moved up into a new range that set retail 
sales skyrocketing in late December and January. 
After slowing down in the week following the freeze 
order, they showed signs of climbing back up again 
by mid-February. While fear of shortages may have 

1About 10% of the prices-paid index goes for feed, which can still 
rise 10%; and about 18% represents food (exclusive of meats), which 


ean still rise more than 7%. About 25% of the consumers’ price 
index represents farm foods (excluding meats). 


2OPS has suggested that the total increase in the consumers’ price 
index may add up to about 5% or more by midsummer. That 
estimate presumably takes into account adjustments of retail margins 
on nonfood products, to reflect higher materials and labor costs. 


3Mr. Henderson’s comment eight years ago: “The rise in farm 
prices itself spelled an inflationary increase in farm income, an 
increase at a time when the supply of goods available for consumption 
was diminishing. Furthermore, the increase in the cost of living was 
cutting into the real purchasing power of wage incomes and under- 
mining the effort to stem the inflationary increase of wages.” 
(Second Quarterly Report, OPA, p. 5). 
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How the Indexes Have Ranged 
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played some part,! current income levels will doubt- 
less keep heavy pressure on the consumer markets 
even after the scare subsides. 

And the income rate has thus far won the race 
against individual income taxes. The $7.8 billion 
jump in income for December—even after allowing 
for an unusual flood of dividend distributions—was 
probably more than equal to the tax increase pro- 
posed by Secretary Snyder. 

In one other area the price freeze was encounter- 
ing difficulty. By mid-February the “retail lag” was 
no longer an academic phrase, for retailers more and 
more were learning that their ceiling prices yielded 
an uneconomic markup over their current replace- 
ment costs. While the use of delivered prices in the 
freeze order—rather than quoted prices—accom- 
plished a rollback of sorts, retailers generally were ex- 
periencing a squeezed margin. 

The retail lag arises because retail prices move 
later than wholesale prices. That portion of ceiling 
price regulation 7 which permits (under certain cir- 
cumstances) the computation of retailers’ markups 
by subtraction of earlier costs from selling prices pre- 
vailing on February 24 thus affords some relief 
from the retail squeeze. At the same time, the 
statistics of the base period suggest a more general 
kind of squeeze resulting from the tendency of prices 
near the consumer level to move more narrowly than 
prices nearer the raw materials level. Throughout 
1950 raw material prices rose rapidly, wholesale prices 
less rapidly, and retail prices slowly. Thus a relative 


In December, total retail trade (seasonally adjusted, and excluding 
building materials and hardware) amounted to about 62% of dis- 
posable income, as compared with an average of about 63% in the 
first half of 1950. The proportion of durable goods to nondurable 
goods expenditures appeared to be in normal balance. But in January, 
sales rose to 67% of disposable income, with durables showing by 
far the greater increase. 


narrowing of margins above the raw materials stage 
was built into the base period of the freeze. Between 
January and December, 1950, the BLS spot commod- 
ity index of basic raw material prices advanced 43%; 
the wholesale index 16%; the retail index 8%. And 
within the broad band of wholesale prices, similar 
disparities have appeared. By December, wholesale 
leather prices were 18% above their pre-Korea levels, 
while wholesale shoe prices had advanced only 13%. 
Similarly, wholesale agricultural commodity prices 
had risen 138%, while wholesale food prices rose 10%. 


MARGINS AND PROFITS 


Since the volume of civilian output may well de- 
cline in the months ahead, profits (before taxes) on 
nondefense production could thus fall below the ex- 
perience of late 1950. How the OPS will deal with 
such situations is still unclear. Margin squeezes 
might be passed forward toward the consumer end, or 
backward toward suppliers (by rollbacks of materials 
costs). The OPA made both types of adjustments. 
Its determining criteria were the desirability of main- 
taining output in the given industry, the level of 
profits prevailing among members of the industry 
and their suppliers, and, in the case of consumer goods, 
the impact of any adjustments on the cost of living. 

It might be added that the term “adjustments” 
understates the importance of this process. It is pre- 
cisely at this point in the controls machinery that 
the problems of arresting the spiral come together. 
Materials controls affect margins, since unit costs 
may rise with falling output, while substitution of 
materials to maintain output is likely to be expensive. 
Relaxations of the wage freeze clearly cut into mar- 
gins. And relaxations of the price freeze, in the non- 
consumer sector, raise one margin at the expense of 
another; in the consumer sector they raise the cost of 
living. It is in this adjustment process that the war 
against the spiral will be fought. The broad freeze 
directives have only located the battleground. 


ALBERT T. SOMMERS 
Division of Business Economics 


Everything Up 


The last full month before the ‘freeze’ showed in- 
creases in every major category of THe CoNFERENCE 
Boarp’s consumers’ price index. Complete data for 
ten cities reveal that the index again hit new highs. 
The rise from December to January was 1.3%. Other 


increases for the month were: 


Housing 
Clothing 


Housefurnishings 
Sundries 
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Wage Increases in Manufacturing (Percentage Rises in Straight-time Hourly Earnings) 
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THE LABOR MARKET AND THE 10% 


on a labor market that was beginning to 
adapt itself to defense production require- 
ments. Most of the shifts that have taken place since 
Korea clearly reflect this. They also reflect to a large 
extent the pressures of increased civilian demand, 
which will continue as arms production increases and 
to the extent that tax programs fall short of sopping 
up purchasing power.! 
Developments since the beginning of the Korean 
conflict may be summarized as follows: 


DX) ci STABILIZATION has been imposed 


e Increased employment 
e Some shift in employment toward durable manu- 
facturing industries and government employment 


e Markedly greater employee turnover 
e A rise in average hours worked 


1As far as the labor market is concerned, the high level of civilian 


demand may well have been helpful, for it was markedly concentrated 


on durable goods. And during the transition to military production, 
the durable goods industries particularly need to expand, or at least 
keep their employees. 


BUSINESS RECORD 


e Greater wage increases in manufacturing than in 
nonmanufacturing 


The employment shift to the durable goods indus- 
tries has begun. This is illustrated by the changes in 
the percentage distribution of nonagricultural em- 
ployment since June, 1950. (See chart.) The emergence 
of a wartime pattern was quite clearly, although not 
startlingly, evident by December. 

These employment gains have been shared by the 
primary and fabricated metals, machinery, electrical 
machinery, and petroleum and coal products indus- 
tries. Contract construction employment has also 
moved ahead. State, local and particularly federal 
government employment has risen too. 


WHERE THEY COME FROM 


Most of these gains have been at the expense of 
trade and service employment. Just what the process 
of movement has been is not clear. New entrants 
into the labor force may have tended to avoid these 
industries or they may have only replaced some others 
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who moved on. Although by December, employment 
in trade had actually increased (seasonally adjusted), 
and the decline in services had been small, the im- 
portant factor was the lower proportion of total 
employment absorbed by these sectors. 

The bulk of these trade and service employees 
work in retail stores, laundry, cleaning and dyeing, 
and hotel establishments. The average hourly earn- 
ings in these industries are at the bottom of the non- 
agricultural array. 

When the distribution of nonagricultural employ- 
ment in December is compared with that in 1943, 
the following major differences emerge: 


% of total nonagricultural 
employment 
Below 1948 ; December, 1950 1943 
Ordnance aie es onesie 1% 1.2% 
Machinery (except electrical)..... 3.8 3.9 
Electrical machinery............. 2.0 2.3 
Transportation equipment........ 3.0 8.7 
Textile mill products............ 2.9 8.2 
Above 1943 
Contract construction............ 5.3 3.7 
Transportation and public utility. 9.1 8.6 
PLTAUG Serres cite the Se oie oe ee Ome 21.3 17.1 
WMinance ister tes ecto wcicteas cee ce ose ce es 4.1 3.3 
Service meena oe wk et en eels 10.4 9.3 
Printing, publishing............. 1.6 1.3 


It probably cannot be expected that the new de- 
fense program will result in a pattern identical with 
that experienced in an all-out war year, which, more- 
over, is eight years in the past. Products, processes 
and input-output relationships have all changed in 
the meantime. Yet a shift to this pattern has already 
been under way, and it may provide a rough and 
ready framework for changes to come. On this basis, 
clearly the largest shift in the offing is toward the 
transportation equipment (including aircraft, ship- 
building, automobile and railway equipment) groups. 

Seasonally adjusted total nonagricultural employ- 
ment rose 1.4 million from June to December (see 
chart), and there was a decline in the unadjusted 
January figure, which is usual. 


EMPLOYMENT TURNOVER 


Turnover rates are evidence that the working force 
has been churning. While hiring rates in manufac- 
turing, in the first half of 1950, were generally well 
below those of 1947 and 1948, in the second half of 
the year they exceeded those of 1948. The crest came 
in August, when 66 persons per 1,000 on the pay- 
rolls were taken on. This was one of the highest fig- 
ures in postwar experience—and was exceeded only 
in some months in 1946. Hiring in later months was 
slower and December was down seasonally. 

High accession rates, however, do not represent 
complete net gains in employment. When business is 
brisk, employers want to hire, but employees want 
to leave in order to obtain better jobs. So separation 
rates go up, although not so much as accession rates. 


For while quit rates rise (increasing the separation 
rates) layoffs go down. é 

This is just what has recently been happening. 
Quit rates were a bit over 10 in 1,000 employees in 
the early months of 1950, the lowest since the end of 
the war. They climbed sharply during the late sum- 
mer (partly seasonal), and then declined. But by 
December they were at a rate of 17 per 1,000, which 
was still about twice as high as a year ago. Decem- 
ber is usually a comparatively low month. It is 
probable that rates in early 1951 climbed again. 

The layoff rate followed just the opposite course. 
An average of about 14 employees per 1,000 were laid 
off in the first five months of last year. This figure 
was about cut in half in the remainder of the year. 
In December, it climbed to 13, but this is in line with 
usual seasonal trends. On the whole, manufacturing 
layoffs have lately been as low as any since the war. 

Discharges in 1950 went up slightly and miscella- 
neous separations (including military) went up from 
1 in 1,000 to 3 or 4 per 1,000. 

Accessions exceeded separations throughout 1950, 
except in December, when there was a net loss of 5 
per 1,000. Although approximately 5 persons per 1,000 
employed were hired on net balance during the first 
four months of 1950, net hiring was 13 in May, 18 in 
June, and 24 in August. A slowdown, partly seasonal, 
occurred thereafter. 

But these are average figures. The greatest hiring 
rates, and to some extent the greatest net additions 
to work forces in recent months have occurred in cer- 
tain significant durable goods manufacturing indus- 
tries: iron, steel, and nonferrous foundries; machine 


How Nonagricultural Employment Has Shifted 
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NUMBER OF EMPLOYEES 42,042,000 44,0/0,000 45,43/,000 


Data include all employees. June, 1950, and December, 1950, are seasonally adjusted 
Sources: Bureau of Labor Statistics; Federal Reserve 
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tools and accessories; radio, phonograph and tele- 
vision equipment; and airframes and engines. The 
durable goods industries, as a whole, have made the 
greater net gains. 

With increased economic activity and the greater 
demand for labor, average hours of work have gone 
up. From June to December, hours in durable goods 
industries rose from 41.3 to 42.5, and in nondurable 
goods from 39.5 to 40.5. Most of the major groups 
went up 1 hour or more, with ordnance heading the 
_ list at 3.6. The most striking changes in nonmanufac- 
turing, apart from seasonal changes, were in metal 
mining (up 3.4 hours per week) and bituminous 
coal (up 4 hours). 

Hours in manufacturing in January, 1951, appear 
to have declined somewhat, according to preliminary 
data. This was partly seasonal, and also perhaps be- 
cause of a policy in some plants of making cuts in hours 
to spread the work rather than letting workers go. 


THE CATCH-UP FORMULA 


Since the Wage Stabilization Board is using a Janu- 
ary 1950, base for its wage “catching-up” formula, it 
seems appropriate to measure wage changes since that 
date. Straight-time hourly earnings in manufacturing 
have increased 8.5%, on the average, through Janu- 
ary, 1951. This is not very much below the per- 
missible 10% catch-up ceiling. 


Wage and Hour Changes in Nonmanufacturing 


Avg. Avg. 

Hourly | Avg. | Hourly Are: Hourly 

Earn- | Weekly | Earn- | Weekly| Earn- 

Industry ings | Hours | ings | Hours | ings 
ise 

1/50 

December 1950 | January 1950 12/50 

Mining! 

Metal mining...... 1.669 | 44.0 |1.517 | 42.3 | 10.0 


Crude petroleum and natural 
(EC Ou Ee err .876 | 40.2 |1.824 | 41.8 279) 
Nonmetallic mining, quarrying |1.422 | 44.0 |1.289 | 41.4 | 10.3 


Contract construction 


Nonbuilding construction... |1.847 | 40.5 |1.753 | 37.4) 5.4 

Building construction........ 2.123 | 36.5 |1.976 | 34.8; 7.4 
Transport, public utilities 

Clase I ei leoads yk ee 1.56la| 41.4a|1.550 | 39.8 70 

Local railways, bus lines..... 1.512 | 46.1 |1.473 | 44.2] 2.6 

Telephone.................- 1.444 | 39.1 |1.380 | 38.5 | 4.6 

Telegraph................-- 1.452 | 44.8 |1.425 | 44.1] 1.9 

Gas, electric utilities......... 1.671 | 42.2 |1.585 | 41.7] 5.4 
Trade 

Wholesale trade............. 1.537 | 41.3 |1.432 | 40.6] 7.3 

Retail trade... . 2 -2.7s305- 1.177 | 40.7 |1.153 | 40.4] 2.1 
Service 

Hotels (year round)......... .797 | 43.7 | .753 | 43.9 | 5.8 

MLAUNATICS:. ... 0005000008 500 00 .878 | 41.1 | .847 | 41.5 3.7 

Cleaning, dyeing............ 1.082 | 41.3 | .989 1 41.2 | 4.3 


ae ¥ Tay See 
1The wage increase of $1.60 per day in coal mining (not listed here) in January ; 
1951, eohin the $.70 given in March, 1950, has increased wage rates more than 10% 
per_ hour. 

aNovember, 1950. 

bChange from January to November. 


Source: Bureau of Labor Statistics 
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In point of fact, however, the average of permissible 
increases should be above this indicated 1.5% allow- 
able increase. This is because straight-time hourly 
earnings data are estimated from gross hourly earn- 
ing by use of an adjustment factor—they are not 
direct measures of these earnings and certain discrep- 
ancies therefore result. 


FITTING THE ADJUSTMENT 


Among other factors, the adjustment does not take 
into account shift differentials, which become espe- 
cially important if the volume of shift premium work 
changes during the period measured. On the other 
hand, increases in shift bonus rates during the base 
period are offsets to WSB’s permissible 10%, and 
these would be reflected in the calculation. 

The adjustment factor also tends to take out too 
much overtime for industries with average hours 
averaging around forty, and tends to understate over- 
time for industries such as printing and apparel, in 
which overtime practices are different from those 
generally prevailing. The measure is thought most 
accurate for all manufacturing, and less accurate, in 
the order given, for durable goods, nondurable goods, 
major industry groups, individual industries. 

With these limitations in mind, the accompanying 
charts on straight-time increases may be viewed as 
giving some indication of where most of the catching 
up, by major industry groups, might take place. On 
the average, increases in earnings in total durables 
(8.3%) have been somewhat larger than in nondur- 
ables (7.9%). This is not altogether certain, how- 
ever. First the apparel and printing industries, where 
the overtime removed tends to be too little, are in 
the nondurable goods group. Second, the printing in- 
dustry, highest paid manufacturing group in January, 
1950, seems to have increased straight-time earnings 
rather considerably less than in any other group, and 
thus has pulled the nondurable goods average down. 
The rubber products industry seems to have had a 
similar effect. 

Aside from the above-mentioned groups and the 
miscellaneous manufacturing group, the straight- 
time calculation indicates that no major industry 
group increased earnings less than 7%. The distribu- 
tion is as follows: 


No. of durable No. of nondur- 


With % increases of: goods groups able goods groups 
TOnOn NOTE sete cele ys eect eevee 1 0 
OOH OS cee otra cereateraye nine oer 1 3 
SOB Ore cpr Route sis lanenatares auch 8 8 
Pe 1a Deh ayeote slate atv tse arexonel aver cucnaue 5 g 
620-6 Ga veaerals tidescat oe aranatehenes 1 1 
50-5290 Stoesnuee aie ea cis 0 0 
hi OB Oi ites wroinis coniec qed ters ce ates tess 0 1 


As with employment, wages appear to have risen 
less in the nonmanufacturing industries. This con- 
clusion, however, is based on data available only 

1See Monthly Labor Review, May, 1950, pp. 537-540. 
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through December, and on gross hourly earnings, be- 
cause no satisfactory straight-time adjustment can 
be made. Thus the data are affected by changes in 
the number of overtime hours paid for, and other 
wage payments, as well as seasonal factors (in a Janu- 
ary-December comparison) . : 

For those nonmanufacturing industries in which 
hours in general increased or remained relatively 
stable during the period, the data may nevertheless 
give some indication of the position of these groups. 
Except for petroleum, hotels, and laundries, there has 
been at least a minor increase in hours worked in 
every group shown in the table. Yet eight indus- 
tries increased gross hourly earnings less than 5%. 
Three increased them between 5% and 6%. The two 
mining groups, which rose about 10%, both increased 
hours considerably.t 

A wage-stabilization program implies that workers 
will not be induced to move to essential industries 
by the traditional labor market mechanism—the out- 
right increase of wage rates. If this were permitted, 
price controls would be disrupted. A large amount of 
competitive bidding might occur between defense in- 
dustries or plants. This would accomplish no net 
gains but would continually upset the balancing of 
the work force. This latter is analagous to the situ- 
ation in scarce materials. 

Thus, under a system of direct controls, other in- 
ducements than openly competitive changes in basic 
wage rates are relied on to distribute the labor force. 
If more jobs open in the direct defense industries, 
persons tend to be attracted from lower-paying non- 
defense occupations, and room is made all along the 
line. The disappearance of domestic servants in the 
last war was a result of this process. In addition, 
persons out of the labor force are more easily per- 
suaded to go to work when the jobs they might fill 
pay relatively well. The very process of cutting down 
the flow of critical materials to less essential indus- 
tries provides a labor pool for the more essential ones. 
Credit restrictions have a similar effect. 

There is also a general attraction toward industries 
or jobs where the worker may attain a higher or dif- 
ferent order of skill, or where an offer of upgrading is 
made. Appeals to patriotism assist in making the 
shift, particularly in wartime. 

Not to be underestimated is the fact that even “in- 
direct” wage increases, because of shortages and ris- 
ing prices, may become relatively less important than 
the availability of special housing, nursery schools, 
transportation and other perquisites to living. 


Lawrence A. MAYER 
Dwision of Business Economics 
*Many of the specific industries or subgroups in both manufacturing 


and nonmanufacturing have of course fared better, or worse, than 
the major groups enumerated here. 


CHRONOLOGY OF DIRECT 


The direct controls already imposed are 
oped in World War II. Where they are alike 
a look at the record of that important 
of controls most likely to arise in the future 


PRICES 


May 29..... Price Stabilization Division established as part 
of Advisory Commission to the Council of 
National Defense to “watch” prices. The 
Division issued five maximum price schedules 
—second-hand machine tools (2/17/41), see- 
ondary aluminum ingots and aluminum scrap 
(3/24/41), zine scrap (3/31/41), iron and steel 
scrap (4/2/41) and bituminous coal (4/2/41) 


1941 

April 11... .Office of Price Administration and Civilian Sup- 
ply (OPACS) created, by Executive Order 
8734, replacing Stabilization Division. No 
power to invoke penalties 

April 16... .Ceilings placed on all iron and steel products by 
OPACS (Price Schedule 6). This action ex- 
tended price control over about 12% of the 
wholesale value of manufactures 

Atty. 28... 2. Office of Price Administration created by Execu- 
tive Order 8875. Nearly 25% of wholesale 
price structure, chiefly metals and other im- 
portant industrial raw materials, under formal 
or informal price agreements 


Deo. 1450057 Rent Control Act for District of Columbia 

Dece ere Pearl Harbor—47 price schedules had been 
issued and 120 industries or commodities were 
covered by price agreements. Thus, close to 
40% of wholesale price structure was either 
formally or informally controlled. No im- 
portant retail prices were under control 

Dech li aaa Price increase on cigarettes denied, thereby 
establishing that replacement cost is not an 
accepted accounting method and does not 
justify a price increase 


thie Os ob. Emergency Price Control Act of 1942 is passed, 
giving OPA statutory power to control prices 
and rents and power to punish violators (see 
major provisions on p. 94) 

During prestatutory OPA, 50% of wholesale 
prices had been brought under price control 
with 105 price schedules, 120 voluntary price 
agreements, warning letters and suggestions 

Feb.-April. .. Price schedules 1 to 105 reissued and validated 
under statutory authority, and 50 additional 
schedules issued. Retail prices un-controlled 

April 28....General Maximum Price Regulation announced, 
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CONTROLS LAST TIME 


strongly reminiscent of the patterns devel- 
and where they differ can be determined by 
period. That record can also hint at the type 
and the sequence of their enactment. 


ending period of selective control. It froze at 
March, 1942 levels practically all prices of 
goods not previously controlled. It brought 
an additional 28% of wholesale prices under 
control and placed ceilings over 62% of, the 
cost of living nes 
..Maximum Export Price Regulation (MEPR) “? 
May 11..... GMPR effective for manufacturers and whole- 
salers 
May 18..... GMPR effective for retailers 
....First areas under rent control (20), including 
Birmingham, Detroit, Cleveland, Hartford 
Pulyels... i... GMPR effective for services 
fet On es Temporary controls (later made permanent) 
placed on most foods remaining uncontrolled 
under GMPR, making use of new authority 
under the Stabilization Order of October 3, 
Executive Order 9250 (see major provisions 
on p. 94). This freeze placed about 90% of 
typical consumers’ food budget under price 
control at retail 
INOUE Le ys ee Every large city except New York under rent 
control 
Woo, 18>... Wage increases requiring WLB approval not to 
be recognized as grounds for price increases 
unless approval is obtained and employer 
files prior notice of need. (SO 28) 
|e 5 ae 313 areas with population of 75 million under 
rent control 


1943 
February....Approximately 93% of foods are under price 
control at retail. More than 150 rollback 
actions taken since 1941 
March 16....¥First dollar-and-cents ceiling on food products 
announced for retail pork prices 
April 30....Rollback policy under Hold-the-Line Order of 


April 8, 1943, announced. (See major provi- 
sions on p. 94) 

May 10-17..General program to reduce cost of foods to con- 
sumers. OPA to issue ceiling-price lists on all 
major food items and require their posting 
in stores 

June 10-21. .About 10% rollback accomplished on meat and 
butter through subsidies 


Sept. 13.....Subsidy program on food announced : 
NOD Po, 3k Rent control for New York City bringing na- 
tional rent coverage to 86 million people 
1944 
Vane 1. a. 6 Specific pricing of all wheat completed by exten- 


sion of control to hard grains; prices to reflect 
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March 


March 


Toe 


0 tects 


April 28.... 


Aug. 1 


Sept. 5 


Oct. 30 


5-31. . 
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parity exclusive of subsidies (RMPR 487) 

Price increases for domestic cigars to stimulate 
low-priced cigars, which had virtually disap- 
peared from market. Action makes first use of 
“maximum-average-price” technique (Am 10, 
MPR 260) 


First general steel increases of $2 to $5 a ton on 
five basic products granted under “product 
standard” criterion (Am 11, RPS 6) 

Absorption of recent cotton-textile manufactur- 
ers’ increases required of wholesalers and re- 
tailers in 30%-70% proportion 

Iron and steel warehouses and jobbers may pass 
on new mill increase of January 

MPR 580 for retailers. Retail margins on cloth- 
ing and home furnishings not under dollar- 
and-cents prices frozen as of March 19 in new 
“pricing chart” regulation replacing five com- 
modity orders and GMPR. Order affects 
about 300,000 stores 

Maximum Average Price Order (MAP). A new 
type of control to keep clothing manufactur- 
ers’ average price by category to 1943 average 
(SO 108). In following months, base period 
revised to later date and order extended to 
some textiles 

Prices on reconversion products (those not made 
during war) established at 1941-42 levels, 
with adjustments for legitimate increases in 
cost since then 

Anthracite prices up, reflecting wage increases 

Announcement of procedure for securing indi- 
vidual price adjustments under the reconver- 
sion pricing program (SO 118-SO 119) 

To provide a basis for price imcreases, wage 
increases had to have approval of both 
NWLB and Director of Economic Stabiliza- 
tion (Executive Order 9599) 

184 decontrol actions issued, 134 of them on V-J 
day, removing from control aluminum, mag- 
nesium, aircraft, ships, many items of indus- 
trial equipment, minor food products and 
other articles unimportant to the cost of living 
or business cost 

Simple automatic pricing formula announced for 
new small-volume durable goods manufactur- 
ers to encourage new postwar ventures (Order 
4332, MPR 188) 

New policy permits unapproved wage or salary 
increases to be taken into account for price 
purposes by OPA after such increases have 
been in effect normally for at least six months 
(Executive Order 9651) 

Butter prices up six cents a pound as subsidy 
ends. Sellers holding 1,000 pounds or more 
must keep ceilings or return subsidy payments 
on inventories 

New-goods pricing for consumers’ durable man- 
ufacturers now calculated on current instead 
of March, 1942 cost data (Am 69, MPR 188) 

Rent control in 480 areas covering 94 million 
people 
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Dec. 11...:;Individual price adjustment provisions revised 
for makers of industrial machinery and allied 
products—new method similar to reconversion 
pricing formula 


BQeaDesy... Revision of pricing formula, for larger manufac- 
turers of reconversion goods, simplifying and 
generalizing eligibility, tightening wage and 
material increase computations (RSO 119) 

Feb. 14...... New policy eliminates previous requirement of 
six months’ experience of wage increases before 
price may be changed (Executive Order 9697) 

April 1..... Individual adjustments for manufacturers of 
most consumer goods to be passed on auto- 
matically by wholesalers and retailers. Ab- 
sorption abandoned except in industry-wide 
actions (SO 153) 

June 30...,. Price control legislation lapsed 

July 25..... All rent control restored on June 30 basis 

July 26..... 142 price orders issued on the first day of OPA’s 
renewed existence. These orders increased 
prices and decontrolled items 

Sept. 10..... Price controls put back on meat from stockyards 
to retail stores at prices estimated to increase 
the nation’s annual food bill about $600 
million. 

OM 24. toe All food products except sugar, syrups and rice 
removed from price control 

NousetO se Price control removed from virtually all com- 
modities and services except rent 


RATIONING 


1942 
POMS La sie Tire rationing begins, first monthly tire quotas 
issued 
Reps 2. ree Car rationing begins 


Pep al D ote: Recapping added to tire rationing program 

March 12.... Typewriter rationing begins 

April 20....Sugar ration order issued. .Sales to consumers 
prohibited after April 28, except in exchange 
for sugar stamps 

.. Ration Book 1 distributed for sugar 

May 15..... Punch card rationing of gasoline on the East 

Coast 

May 18...... Bicycle rationing begins 

July 22..... Coupon gasoline rationing for East Coast 

Sept. 29..... Rubber boots put under rationing 

Octr 19.5, & «.. Fuel oil rationing begins 

NO020 23... Coffee rationing begins 


Deed fos. Gasoline rationing extended nation-wide 

Dec. 19..... Stoves rationed in areas where fuel oil is rationed 
1943 

| OC Cane ee Shoe rationing begins 


Feb. 20-28...Ration Book 2 distributed, to be used entirely 
for food rationing 

March 1..... Processed foods rationing begins 

March 29....Meats and fats rationing begins; program also 
includes butter, cheese and canned fish 

June........ Ration Book 3 distributed. It was an all-purpose 
book usable for clothing and other commodi- 
ties, including food, if needed 

July 28..... Coffee rationing ends 


On Controls 


The Business Record 
“Can Prices Be Immobilized ?”’ September, 1950 


“Wartime Wage Controls in the 
United States” February, 1950 


“Status of War Controls—Four Years 
October, 1949 


January, 1947 
August, 1946 


“Unliquidated War Controls” 
“When Should Government Controls 


End Pete eerenten 6.00 ...--..dune, 1945 


Studies in Business Economics 


“Price Control In a Defense Econ- 
January, 1951 


Allg 20.4 cae Nation-wide stove rationing extending contro] 


to all types of stoves 


Oct. 20-25. ..Ration Book 4 distributed; book, designed pri- 


marily for food, could be used for other 
purposes 


Deer Ov cucnas Ration points paid for waste fat begins 


April 22....Typewriter rationing ends 
8 ee ree Auto tubes removed from rationing 
Sept. 23.....Bicycle rationing ends 


July 18..... New 1942 cars removed from rationing 
Atty 1b cic: Gasoline, fuel oil, stoves and processed foods 


rationing ends 


Sept. 5...... Rubber boots rationing ends 
Sept. 10..... Shoe exports made ration free 


eb 29s ts Automobile rationing ends 
Ooty SO rs cts Shoe rationing ends 
Nov. 24.....Meat-fat rationing ends 
1946 
Jan. Tetnces Tire rationing ends. Sugar rationing only re- 
maining program 
1947 
June 11..... Sugar rationing ends 


MANPOWER AND WAGES 


Dec. 17-23... Wartime Labor Management Conference called 


by President meets in Washington and agrees 
that (1) there shall be no strikes or lockouts 
for the duration of the war; (2) all disputes 
shall be settled by peaceable means; (3) the 
President shall set up a War Labor Board to 
settle all disputes 


Jan. 12..... National War Labor Board (NWLB) created by 


Executive Order 9017. Authority over wages 
limited to dispute cases certified to NWLB by 
Secretary of Labor 

...War Manpower Commission set up 


July 16..... Little Steel Formula announced: 15% increase 
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in basic wage rates to compensate for increased 
living costs between January 1, 1941, and 
May 1, 1942 

te Sit See First formal wage control. Changes in wage 
rates require approval of NWLB. This rule 
was issued in Executive Order 9250 on author- 
ity of the Economic Stabilization Act (for 
summary of act see p. 94) NWLB ordered to 
stabilize wages, as far as possible, at Septem- 
ber 15, 1942, levels 

Any wage increase that would necessitate in- 

creases in ceiling prices requires additional 
approval of Office of Economic Stabilization 

Now. 6...... Basic wage policy announced by NWLB. Wage 
increases to be approved or ordered only when 
necessary to aid in effective prosecution of 
war or to correct maladjustments, inequities 
or substandard wage conditions 


1943 
ai Ol Sweeping decentralization of wage control pro- 
gram; 12 “Little War Labor Boards” set up 
in regions 
Le Workers shifting from one essential industry to 
another require statement of availability 
1 LS ee 48-hour minimum work week ordered in certain 


tight labor areas by WMC, as called for in 
Executive Order 9301 
April 8..... Wage-rate increases that could be approved by 
NWLB substantially limited by hold-the-line 
order (major provisions summarized on p. 94). 
Increases could be granted only in accordance 
with Little Steel formula, or to correct sub- 
standards of living, or to permit adjustments 
for promotions, merit increases, ete. 
. .Hiring at higher wages a person employed on 
essential work in last 30 days prohibited 
MM iy TE on 5:0 Wage-rate bracket system, for jobs, by industry 
and area established 
VEE S ieee 48-hour week effective in approximately 190 
labor shortage areas 


....Ten critical areas outside of West Coast had 
already adopted program similar to the 
Baruch scheme of September, 1943, which 
urged deferment on occupational grounds and 
pooling of labor in critical areas 

Sug Ls, ons WMC begins system of nationwide manpower 

priorities to offset shortage of 200,000 workers 

in essential war production 


March 8..... Limits placed by Director of Economic Stabil- 
ization on certain types of “fringe” wage in- 
creases, vacation plans, shift bonuses, and 
those resulting from job revaluations 

Aug. 18..... Wage increases without NWLB approval 
authorized if prices are not affected (Executive 
Order 9599) 

Sept. 19.....NWLB transferred to Department of Labor by 
Executive Order No. 9617 

Oct. 30...... Wage increases could be approved by NWLB 
even though price-ceiling increases might 
result if they are given to meet increased cost 
of living between January, 1941, and Septem- 
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ber, 1945, or to correct wage interplant 
inequities (Executive Order 9651) 
Dec. 5...... Cost of living is deemed to have increased 38% 
between January, 1941, and September, 1945 
Dab. S1 eo00 NWLB terminated. Its wage stabilization func- 
tions delegated to a new National Wage 
Stabilization Board 


1946 


Pet Iga Ss WSB instructed to approve increases based on 
patterns of previous industry settlements 
since August 18, 1945 (Executive Order 9697) 
NOD “Siew oe All wage and salary controls removed 


PRIORITIES AND PRODUCTION 


Jan. 7.......Office of Production Management created by 
Executive Order 8629 to direct materials and 
labor into armament production 

Feb @ horas First mandatory priority orders, imposed on 
aluminum and machine tools. Unfilled orders 
for these items were given preference ratings, 
with defense work having top priority 

March 12....First preference rating or ‘“‘P” order issued, 
assigning a blanket rating of A-1-c for certain 
materials needed to produce electric traveling 
cranes 

March 21....¥First “M” order issued, superseding Feb. 24 
order, bringing all aluminum deliveries under 
allocation. Nondefense users allowed only a 
percentage of their 1940 consumption 

May tanks General Metals Order No. 1 begins inventory 
control for 16 groups of metals 

May 29..... Copper controlled, Genera! Preference Order M-9 

JUNC) fon ae First program to restrict nondefense uses of 
iron and steel 

June 11..... First conservation order, M-14, on tungsten (the 
conservation orders restricted the uses to 
which a given material could be put) 

June 20..... Quota system set up for distribution of natural 
rubber (M-15) 

July 21..... National aluminum salvage drive begins 

. .Silk supplies frozen and subject to control 

Aig Oras Steel placed under full priority by Order M-21 

Aug. 28.....Supply Priorities and Allocations Board estab- 
lished by Executive Order 8875 


Aug. 30..... First limitation order, L-1, restricts manufacture 
of trucks and buses 

OPT ere Use of copper in 100 civilian products limited by 
Order M-9-c, usage prohibited January 1, 1942 

Dees Sire Production Requirements Plan introduced on 


optional basis to secure detailed scheduling of 
requirements by quarters 
Deen foes 1h Sale or delivery of automobile tires forbidden 
Decrees t General Imports Order M-63 puts 13 strategic 
materials under import control. Additions 
made to list periodically (see item dated 
Dec. 81, 1943) 


Jan. 16%. 2% War Production Board (WPB) set up by Execu- 
tive Order 9024, replacing OPM and SPAB 

Bil 7 hears Passenger cars and light truck production 
stopped, effective February 1 


94 
eb Se 


September. . . 


Domestic refrigeratur production prohibited 
after April 30 

.48 curtailments or shutdown orders were is- 
sued since Jan. 1, 1942. 91 conservation 
orders were issued to curtail or prohibit use 
or control distribution of scarce material 

All construction not essential to public health 
or safety halted (L-41) 

Since March 16, 25 important L orders issued 
stopping the manufacture of such products as 
domestic laundry equipment, automatic phon- 
ographs, metal windows, metal toys, metal 
signs, domestic vacuum cleaners, vending 
machines, metal household furniture and 
lawn mowers 
Production was curtailed since March 16 for 
metal license plates, bedsprings and mat- 
tresses, typewriters, various kitchen utensils, 
electrical appliances, razors and razor blades 
and many other items.! 


...First general order on cotton textiles (L-99) 
..Use of iron and steel forbidden in over 400 


civilian products (M-126) 


..250 L and M orders had been issued by WPB 


Production Requirements Plan announced on a 
mandatory basis effective July 1 for third 
quarter 

.Import controls extended to basic civilian items 


. All manufacturers’ inventories controlled (Prior- 


ities Regulation 1 as amended June 26, 1942) 
Scrap drive for metal, fats and tin cans launched 
Controlled Materials Plan (CMP) announced 

for distribution of steel, copper and aluminum 

effective April 1, 1943, on a partial basis and 

July 1, 1943, on a full basis 
Inventory control of consumer goods ordered for 

wholesalers and retailers 


Inventories of controlled materials kept to 60 
days’ requirements (CMP Regulation 2) 

Beginning first quarter of industry operation 
under Controlled Materials Plan, which re- 
placed Production Requirements Plan 

Resumption of production approved on 10 metal 
household articles needed by civilians 

Allocation of pig iron ends, effective January 31, 
1944 

Over 880 commodity classes covered by General 
Imports Order M-63 


subject to allocation and manpower controls 

Unrated orders permitted on machine tools for 
civilian production 

Resumption of civilian production where labor, 
materials and facilities are available is author- 
ized by Priorities Regulation 25, “Spot 
Authorization Plan” 

Sales of excess stocks of controlled materials per- 


1Controls are listed by item in WPB “History of Durable Goods 


and Products 


under the Office of Civilian Requirements, 1941-45,” 


November, 1945. 


mitted to persons authorized to make civilian 
goods (PR 13 Direction 1) 


July-Sept....More than 300 interim relaxations of controls 

Dee Teva eae WPB orders civilian production held down to 
fourth-quarter, 1944, level 

1945 ' 

Vb. 195 8e More fabric directed into lower-priced clothing 
(M-388) 

May 16..... Iron and steel conservation order M-126 repealed 
(order in effect since May 20, 1942). About 133 
other limitations orders have been suspended 

(Continued on page 106) 
Features of Important Laws 
1/30/42 


The Emergency Price Control Act of 1942 is passed and signed 
by the President (Public Law 421, 77th Congress, 2nd Ses- 
sion). It gives OPA Administrator authority until June 30, 
1943, to establish “generally fair and equitable” maximum 
prices on most commodities, and on residential rents; but 
ceilings on agricultural products must be approved by 
Secretary of Agriculture and conform to standards higher 
than prevailing price levels. In establishing maximum 
prices, the Administrator is directed to ascertain and con- 
sider the prices that prevailed between October 1 and 15, 
1941. No wage controls included. The act establishes a 
special court—the Emergency Court of Appeals, with 
exclusive jurisdiction to review OPA regulations. The act 
also provides penalties for violation of the regulations, 
criminal proceedings, injunctions, licensing, treble damages. 


10/2/42 


The Stabilization Act was signed by the President (Public 
Law No. 729, 77th Congress, 2nd Session). It authorizes 
him to stabilize agricultural prices, wages and salaries 
affecting the cost of living at about the September 15, 1942, 
level. The Act also extends the Price Control Act from 
June 30, 1943, to June 30, 1944. 


On October 3, President Roosevelt issues under this author- 
ity Executive Order 9250: (1) establishing a wage and 
salary policy providing for increases or decreases only as 
approved by the War Labor Board; (2) directing establish- 
ment of agricultural prices jointly by the Agriculture 
Department and OPA at about the September 15, 1942, 
level; (3) and directing prevention of exorbitant profits 
through price ceilings, and the use of subsidies to insure 
production, maintain ceilings or prevent price increases. 


The President creates the Office of Economic Stabilization 
with authority over all agencies involved in the stabiliza- 
tion program. 


4/8/43 


Hold-the-line Order announced (Executive Order 9328). It 
directs (1) OPA to place ceilings on all cost of living items, 
reduce those priced excessively high, and refuse further 
price increases; (2) WLB and Bureau of Internal Revenue 
to permit no further wage or salary increases; (8) WMC to 
forbid hiring of workers at higher wages for same work than 
paid in former job; (4) all agencies with authority over 
common carriers to refuse rate increases and to arrange 
reductions; (5) the OES to be responsible for consistent 
administration of the order. 
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PRICES AND WAGES UNDER WORLD WAR II CONTROLS 


age 


Industry Suggests: 


CURES FOR MATERIAL SHORTAGES 


(Survey of Business Opinion) 


ALF-MEASURES, bottlenecks, delay, and 
confusion have marked the defense effort to 
date, according to the 169 manufacturers co- 

operating in this month’s survey of business opinion 
on material shortages. Basic raw materials from steel 
and copper to sulphur and Chinese bristle are in short 
supply; and few manufacturers, if any, can be found 
to express satisfaction with the steps that have been 
taken to meet the problem. 

The president of a machine-tool company sums up 
the views of many cooperating executives when he 
says: 


“We had experience with allocations and setting up 
priorities in World War II. It’s too bad it has all been 
forgotten. Today, businessmen think the handling of im- 
portant matters is a big mess in Washington, D. C. 
No doubt, it will be ultimately straightened out; for key 
industries must have no disruption of constantly growing 
production to meet demand.” 


Although the opinion that the shortage situation 
will straighten out is frequently expressed, manu- 
facturers faced with the day-to-day problem of get- 
ting the right materials at the right price, place, and 
time do not appear too confident of their prediction. 

While less than one third of the 169 companies 
cooperating in the survey have been forced to cut 
back their production, material shortages are a serious 
concern for nearly all. Shortages threaten operations 
in all the metal industries, including the highly essen- 
tial, and prevent a number of cooperators, particu- 
larly in industrial machinery and machine tools, from 
expanding their operations to the level of demand 
for their products. 

Among the nonmetal industries, only food is rela- 
tively free of shortages. But even companies in this 
industry report difficulties arising from commodity 
speculation and limited supplies of packaging. 

A number of cooperating companies have not yet cut 
back production but expect to do so within the next 
quarter, unless conditions improve. Some have been 
able to maintain the operations of late 1950 by using 
accumulated inventories. Others have been able to 
maintain operations by using substitute materials. 
For example, the president of an office equipment 
company reports: “To meet these shortages, we have 
instituted a vigorous materials substitution program. 
This undertaking is proving fruitful. In many cases, 
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we have been able to substitute other materials for 
those items whose usage is limited.” 

A few other companies report that they “have been 
able to maintain over-all operations by increasing or 
switching to products that do not require scarce 
materials.” When these expedients have not been 
possible, material contents and coatings have been 
reduced or thinned; the gray market has been tapped; 
and above-the-mill prices have been paid. 

“Only by energy and imagination,’ comments the 
president of an industrial machinery manufacturer, 
“have we secured needed materials and maintained 
our operations.” 


SHORT MATERIALS 


Steel and copper are the most prominent of the 
scarce metals; but brass, zinc, nickel, aluminum, and 
cobalt are, perhaps, more scarce relative to demand. 
Chemical shortages are becoming critical, particularly 
in caustic soda, chlorine, sulphur, and sulphuric acid. 
These shortages threaten future operations in the 
chemical, paper, petroleum, and textile industries. 

Cooperating companies in the textile industry re- 
port shortages of all staples except jute fiber. Even 
the supply of jute is in doubt “since dependence on a 
foreign source of supply always introduces the possi- 
bility of disturbance in times of international tension.” 
Prices for wool, due to the supply situation, “have 
soared to tremendous levels.” 

Companies are using 20% less rubber than they 
did in the year ended June 30, 1950. As to lumber, 
“it has been scarce right along, particularly the upper 
grades needed in furniture manufacture. Now the 
government is placing large orders, making the situ- 
ation worse.” Pulpwood and wood pulp for the paper 
and textile industries are “in short supply right now, 
but the situation has not become critical to the point 
where we have lost any production.” 

Private allocations of sulphur by the producers are 
not sufficient to maintain current operations of co- 
operating companies in the paper industry. Com- 
panies in the chemical industry report their operations 
threatened by shortages of such a diverse nature as 
refractory brick, cotton linter, alkali, and paper 
pulp. A manufacturer using plastics reports a cut- 
back of 10% and “bristle from China is totally frozen 
and supply in the future is undermined.” 
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(See tables on following pages for the materials 


reported in short supply and the industries affected 
by these shortages.) 


CAUSES OF SHORTAGES 


Why this depressing array of material shortages? 
Each shortage has its own individual background; but 
the most common denominator, the survey reveals, is 
the large demand of the defense program superim- 
posed upon the greatest civilian demand in history. 

Since the close of World War II domestic pro- 
ducers of basic materials have enlarged their capaci- 
ties, but the extraordinary requirements of a com- 
bined peace and defense economy have exceeded the 
increased output. 

In the January survey on the business outlook, a 


major steel producer reported a 27% increase in 


capacity since last July. The average increase of the 
industry, however, has not been enough to meet “the 
unusually high demand occasioned by adding defense 
requirements to peak civilian production.” 
“Approximately the same amount of copper,” says 
a manufacturer of heating and plumbing equipment, 
“is being mined and imported as a few years ago when 
no copper shortage existed. There is approximately 
as much as there was during the entire World War II. 
The tremendous demand is responsible for the short- 
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age.’ The same is true of most other materials in 
critical supply. 


A Few Production Failures 


In only a few instances are material shortages at- 
tributed to production failures. For example, two 
rubber companies assert that “the shortages would 
not be so acute if the government had heeded the 
counsel of the rubber industry and reopened the syn- 
thetic plants in 1949 or 1950.” 

A number of strikes in 1949 and 1950 are now con- 
tributing to material shortages. A foundry does not 
have enough metallurgical coke to carry on normal 
operations because the allocations of its suppliers 
are based upon usage during a period when its key 
workers were on strike. Last summer’s strike in the 
alkali industry has resulted in current shortages affect- 
ing paper and chemical companies. As the result of a 
lumbermen’s strike on the West Coast, paper and 
office equipment companies are now experiencing 
shortages of “wood pulp” and “wood of the upper 
grades.” 

Last year’s poor crop is held responsible for cotton 
shortages in the apparel, textile, and chemical indus- 
tries. This failure is not attributed to government 
acreage restrictions since the planting of cotton is 
said to be below acreage quotas. 

Woolen manufacturers can see no quick end to 
shortages in wool, nor to today’s steep prices for it. 
The vice-president of one woolen manufacturer states 
that “any correction by increasing world output must 
be gradual, and the shortage problem will be with us 
for some time.” 


Failures of Current Program 


Faced with this adverse effect upon their operation, 
many manufacturers accuse the government of inepti- 
tude and delay in taking needed action. The vice- 
president of an industrial machimery company ap- 
praises the government’s course in this way: 


“Tf it is the aim of our government to carry on. with 
a mobilized economy as we have been led to believe, it 
has failed miserably in appraising the nation’s available 
supplies of such items as steel and copper as compared 
with defense needs plus civilian demands, or has been 
reluctant to do anything about the acute material situa- 
tion. Recent directives indicate a waking up, but essen- 
tial producers for the mobilization program will continue 
to be harassed for a considerable time before industry is 
able to operate effectively under a quasi-controlled econ- 
omy.” 
Companies currently favored with DO ratings are 
not too enthusiastic about measures being taken to 
control the flow of materials. Says the chairman 


of one: 


“Our material shortages are caused principally by the 
delays and confusion incident to the application of ma- 
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*In addition, the following shortages were reported: Steel for apparel machinery, copper in nonferrous metals, aluminum caps and tinplate in food packing. 


terial controls and allocations by the government. In so 
far as our own production is concerned, we expect that 
our difficulties will diminish as government control pro- 
grams become more settled.” 


A manufacturer of heating and plumbing equip- 
ment, engaged 100% in government and essential 
work, says: 


“It should be possible for essential industries to deter- 
mine at the time they place an order for additional equip- 
ment whether the government regards the order as 
essential or nonessential. If it is essential, there should 
be a definite setup for assuring the receipt of all materials 
necessary to complete the order. Sooner or later this will 
have to be done, and the sooner the better.” 


Companies engaged primarily in civilian production 
assert that they should be told the extent of defense 
demands so that they can adjust their operations to 
the national needs and plan accordingly. As stated by 
the president of an air-conditioning equipment com- 


pany: “Industry can accommodate itself to a pre- 
paredness program without a national upheaval if it 
will be quietly told what is needed and how much, 
and given the maximum amount of advance notice 
possible in making plans.” 

Few executives cooperating in the survey are hope- 
ful that such a course will be readily adopted, and 
their prevailing attitude is one of distrust. “If you 
want the answers to. some of your questions,” the 
president of a company in the chemical industry says 
“you will have to see what the learned gentry 1 
Washington are thinking—if they are thinking.” Tle 
president of an air-conditioning equipment compaly 
echos the sentiment a little differently: “In the p#s- 
ent situation, politics being what they are, we doAot 
expect anything is going to be done by those inau- 
thority.” 

The president of another air-conditioning comany 
thinks that there is too much talk and too little Ction 
and that talk is harmful. He says: “About allAat is 
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necessary to create a shortage or scarcity of any com- 
modity 1s to have someone in our confused administra- 
tion rush to the press and tell assembled reporters 
there is going to be such. Sober, conscientious plan- 
ning, and the authorities keeping their mouths shut 
during the process, would go a long way toward im- 
proving the situation. As it is, the situation is a 
natural for scalpers.” 


Stock Piling 


Stock piling is a major bone of contention. Co- 
operating executives do not quarrel with the principle 
of stock piling, but they assert that the government 
is following a correct principle at the wrong time— 
stock piling too much, too late. Stock piles, they de- 
clare, should have been built up from 1946 to 1949 
when they would not have interfered with the smooth 
operation of the economy. 

The president of an instrument and controls com- 
pany writes: 


“The material shortages are greatly accentuated by 
the current stock-piling program of our government. The 
original intention was to provide for stock piling during 
periods of peacetime conditions, but now under a national 
emergency with defense requirements increasing manyfold, 
we are also imposing on our material situation an exten- 
sive stock-piling program so that the combination of de- 
fense work, peacetime activities, and stock piling is 
causing a most serious material situation.” 


The president of a foundry supports this viewpoint: 


“The major cause for the shortage of nickel, cobalt, 
columbium, molybdenum, and other elements is the lack 
of vision and sound judgment on the part of the Muni- 
tions. Board in its stock-piling program. Many of these 
elements could have been aggressively stock-piled in the 
years from 1946 to 1949 without affecting the national 
economy. The present stock-piling program, superimposed 
upon the needs of rearmament, is a major cause of the 
shortages which we face.” 


The vice-president of an electrical equipment manu- 
facturer is fearful: 

“Tf the withdrawal of steel, copper, aluminum, and co- 
balt from the civilian market in excess of military needs 
goes on for many months, someone’s going to have a 
problem of where to store all the steel and other metals. 
If that’s done just to promote ‘austerity’ it’s too bad, 
because meanwhile some productive organizations with 
skilled know-how may fall apart.” 


The president of a steel company states that “the 
gvernment can slow down or even stop stock piling. 
W now have over 400,000 tons of copper in the stock 
pil as compared with no stock pile at the beginning 
of Vorld War II. Between domestic and South 
Amican sources, any requirements for a new war 
can 2 met; and it is hard to visualize a Russian sub- 
marl warfare so intense that a navy the size of 
ours “not keep open supply lines to Chile.” | 
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There is another view that it is better to stock-pile 
now while the sea lanes are safe than to wait for a 
war when our carriers would be threatened and per- 
haps sunk by enemy action. It is better in the actual 
situation before us, according to this view, to re- 
strict nonessentials than to neglect the stock piles 
being built up for a period of even greater peril. 
Foreign Aid 

The president of an electrical equipment manu- 
facturer believes that foreign military and economic 
aid is contributing to domestic shortages. “If we 
would stop sending all kinds of machinery and steel 
to foreign countries,” he says, “there is no question 
that we would have enough for our own business in 
the United States.” 

To this, the president of an automobile equipment 
manufacturer says amen: “The surest way to improve 
the material supply would be for the government to 
forget trying to arm the whole world and to limit its 
activity to our own country. This could be done easily 
without serious interruption of peacetime produc-. 
tion.” 

Short of fats for his own operations, the president 
of a soap company takes this view of ECA activities: 
“Interestingly, the highest grades of fats were taken 
out of the market for export, further aggravating the 
position of the manufacturer of quality soap for the 
domestic trade. ECA apparently was always very 
careful to see that our friends overseas got, for in- 
stance, not just a workable grade of tallow but the 
very, very best. Much better, as a matter of fact, 
than these estimable folk had ever been accustomed 
to.” 

The presidents of paper products companies report 
a similar situation concerning their shortage of sul- 
phur. For example: 

“The sulphur shortage is occasioned by the fact that 
ECA has made extensive commitments to provide ele- 
mental sulphur to European nations which formerly used 
pyrites in papermaking. In some cases, foreign paper 
companies have converted their equipment so that it is 
not practical for them to return to the use of pyrites. 
There is presently a 20% deficit in the supply of sulphur 
in the United States. To maintain the commitments made 
by ECA, along with the demands of the domestic market, 
can only mean serious cutbacks in sulphur-based chemi- 
cals, and a critical situation is imminent. It is obviously 
going to be extremely difficult for ECA to backtrack, 
since the reestablishment of pyrite-burning equipment in 
European countries will involve the use of strategic ma- 
terials in short supply. About the only practical: solution 
to the problem now is to establish pyrite-burning equip- 
ment in the United States to make up for the shortage 
of sulphur.” 


Restrictions and Allocations 


Quite a number of companies that had previously 
had enough materials for their operations attribute 
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their individual shortages to government restrictions. 
In many cases, the quarrel is not with controls, but 
with the administration of controls. Companies which 
classify themselves as essential feel, for example, that 
cutbacks and restrictions should not be based on 
usage during a base period but upon essentiality of 
end use. The president of a railroad equipment manu- 
facturer states the criticism thus: 


“Material shortages are due to the allocation of ma- 
terials to strictly defense work programs and allocation 
of the balance across the board based on past consumption 
rather than on critical use. The government should es- 
tablish a critical list and channel materials to the end 
users on this list in order of their importance to the de- 
fense effort. After strictly armament items are fully sup- 
plied, the balance should not then be distributed to 
makers of children’s toy wagons on the same basis as to 
repair and maintenance parts producers for critical indus- 
tries.” 


It is apparent from survey replies that the alloca- 
tion of materials has worked out unevenly in practice. 
Some essential industries, aided by DO ratings, have 
succeeded in maintaining their operations; others 
equally essential are threatened with cutbacks. Even 
companies within the same industry, engaged in sub- 


Metal Products in Short Supply 


Product Industry Affected* 
Brassietilver emer ita. cer ce Hardware 
Bearings, Orlite................Instruments and controls 
Bearings, precision............. Machine tools 
Carbide cutting tools............Mining and quarrying 
Chaplets......................Railroad equipment 
Ce SO SRS Ane re ea, ote Railroad equipment 
Cobaltidricha snare r stteets Chemicals 
Drill steel.....................Mining and quarrying 
Electrical equipment 
Connections waste vont cee Office equipment 
Magnet switches............. Instruments and controls 
Motor sree othe ee Industrial machinery 
Machine tools 
Platinum contacts............ Instruments and controls 
Relayiconesue. cn: onias ote Instruments and controls 
UEStSLON 8 cee Ay eae Sea aya Electrica] equipment 
Solenoids.......... Atcha eu Office equipment 
Switches....................Office equipment 
Thermostat cable............. Instruments and controls 
UDEE Siete Sh eee ee Electrical equipment 
Zinc anodes.................Instruments and controls 
Hountryinalsen.siia.ciore ene Railroad equipment 
(COTA it Soop tae ee otc MERE ae Industrial machinery 
EL ardwar eG n ee a. Office equipment 
Machinery accessories.......... Industrial machinery 
Machinery repair parts......... Apparel 
Mining and quarrying 
Machine toolssen eee a een Industrial machinery 
Nickel clad plates.............. Industrial machinery 
Nickel clad sheets.............. Industrial machinery 
iNacicel silver me sem qe eee Tia Hardware 
SCREW StOCK ae eee rere eats Machine tools 
Silver inlaid brass.............. Instruments and controls 
IS DINGS Monee Mee Wee den OL Nee Instruments and controls 
Well casings orci natin vie eee Petroleum 
AGUS TL Rs shu obat eno oto bee he Steel 


*Individual companies reported these shortages. Survey replies indicate 
a far greater list of unspecified parts and products in short supply. 


stantially the same work, have had varying experi- 
ences in getting needed raw materials. 

But the quarrels are not entirely with government. 
Survey replies make evident that few customers are 
satisfied with the private allocation of materials by 
corporate suppliers, even though the supplier may be 
the victim of circumstances beyond his control. r 

Steel companies are the most frequent butt of criti- 
cism. The president of an industrial machinery com- 
pany laments the “inability of basic steel to allot its 
production on an equitable basis. We received over 
1,700 tons of steel from a major producer in 1948 and 
were able to get less than 100 tons in 1950.” 

Independent fabricators feel that major producers 
of basic metals are favoring their own fabricating 
subsidiaries. 


Other Shortage Causes 


Some industrialists declare that shortages have 
been accentuated by their own overbuying. A com- 
pany manufacturing engines and turbines has this 
to say: 

“What we need is a little more common-sense pur- 
chasing and a little less panic. Without question the con- 


Nonmetal Products in Short Suppiy 
_ Industry Affected* 


Alpaca s.nat ceva to pe ee Textiles 
PA sbest08. ct teee.: see age Railroad equipment 
Brigthesjc nc. ek homage Brushes 
Cotton. . .Apparel 
Chemicals 
Textiles 
Cottonlintern eek ee ce eee Chemicals 
Electric power. 22... essen Abrasives 
Rubrevsupplyten naaeaee eee Paper and paper products 
| Uf ANE SISter te, Sty si F Soap 
laa re cee cn cee ee ET Textiles 
Glass Bek cae See ree Electrical appliances and’sup- 
plies ; 
Detmben. pa hae eek RRR Office equipment 
Metallurgical or foundry coke... . Foundries 
MM ohtitn.. gee ee ee Textiles 
Nylon (staple, spun, yarn)...... Textiles 


Packaging and containers.......Apparel 
(foil, cellophane, paper, cor- Food (2) 
rugated cartons) Miscellaneous nonmetal 
PAPER 5c vate ee IEe Industrial machinery (special) 
Porcelain 
Paper pulprc tt peactoee Chemicals 
Pulpwood, wood pulp.......... Paper and products (5) 
Plastics Sdrcen ccc os aro ee Brushes 
Refractory’ brick wots eee Chemicals 


Rubber (synthetic and natural)... Automobiles and equipment 
Leather and products 


Rubber (4) 
Textiles 
Graphite products / 
Staples (Gls. SoNoenrm Be ee ce Textiles / 
AD eae hs AEE ek, cb Rubber 
Textile fibres (synthetic)......... Textiles } 
CNET She rhe POE Ae so Office equipment } 
Wool. mine c ction ower oie tee Apparel / 
Textiles (3) ; 
Varnes ghewae Goce ae eee Apparel } 
Textiles i 


*Numerals indicate the number of companies reporting the shor8®; 
/ 


otherwise only one company reported it. 
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Chemicals in Short Supply 


Industry Affected* 
Building materials and sup- 
plies 
Chemicals 
Chemicals 
Electrical equipment 
Paper and products 


Chemicals 

Paper and products 

Petroleum 

Textiles 

Chemicals 

Chemicals 

Paper and products 

Textiles 

Chemicals 

Abrasives 

Electrical appliances and sup- 
plies 

Electrical machinery 

Paper and products 

Miscellaneous nonmetal 

Railroad equipment 

Electrical appliances and sup- 
plies 

Chemicals 

Chemicals 

Petroleum 

Textiles 

Chemicals 

Paper and paper products (4) 

Petroleum 

Mining and quarrying 

Paper and products 

Chemicals 

Chemicals 

Instruments and controls 


*Numerals indicate the number o ‘companies reporting the shortage; 
otherwise, only one company reported the shortage. 


Bichromate of soda 
Bleached sulphate 


dition is aggravated by ‘nonessential’ buyers who are 
trying to get ahead of controls, and by people who have 
overbought in an effort’ to avoid price increases which 
they know are inevitable.” 


Other reported causes of current material shortages 
are diversions to gray-market operators, private hoard- 
ing, and speculation. It is felt, particularly by com- 
panies manufacturing electrical appliances and sup- 
plies, that the import duty on copper has reduced the 
domestic supply and diverted much valuable tonnage 
to foreign markets. 

An electrical manufacturer believes that our fail- 

ure to import Canadian aluminum, when it was avail- 
able a while back, was a mistake; and a textile com- 
any using wood pulp feels that sufficient imports of 
tis raw material from Canada would have eased his 
Poblems. Also shortages of skilled labor are hold- 
im. back production in the industrial machinery and 
mehine-tool industries. 

Inally, an inadequate control organization in Wash- 
ingin with untrained personnel is held responsible for 
MUC of the confusion and delays to date in the indus- 
trial rocurement field. And, it is asked, how can 
“somcontrol clerk in Washington” understand in- 
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tricate engineering problems in plants spread through- 
out the industrial areas of the country? 


THE REMEDIES 


The remedies are implied in the complaints against 
present conditions—less stock piling, foreign aid, and 
hoarding; equitable distribution of available materials, 
and better leadership by the government. 

Another frequent suggestion for improvement in 
material supplies is the adoption of an over-all con- 
trolled materials plan. Reference is often made to 
successful experience under such a plan during World 
War II, but there is a noticeable reluctance to accept 
comprehensive controls until absolutely necessary. 


“Until the material situation with respect to essential 
industries is straightened out through a CMP or some 
other means, we will be living from day to day with re- 
spect to output, not knowing what tomorrow will bring.” 


An over-all CMP, it is believed, will end the in- 
equities and uneven distribution of piecemeal govern- 
ment controls and private allocations. Essential in- 
dustries, not now favored by DO ratings, believe 
that, with over-all controls, their materials problems 
would dissolve into paper work and red tape which 
they feel they are able to cope with. 

But what about the companies whose production, 
rated nonessential, will get the leavings under a CMP? 
The president of an office equipment manufacturer 
gives this answer: “Producers of civilian goods will 
have to do their best to keep production up by the 
use of substitutes; and, failing that, they will have 
to seek defense work in order to maintain their vol- 
ume and employment.” But, says the vice-president 
of one company: 


“Conversion will certainly lead to a considerable inter- 
ruption of our production—when it happens—because 
defense orders cannot possibly be of such volume as to 
permit us to retain all our present employees. It is just 
as difficult for us as for any other concern to walk into 
new fields, particularly in a war economy, and set up con- 
tracts within which we can live, and based upon which 
we can hope to train people to do a job.” 


Among others, the president of an instrument and 
controls company believes: 


“Tt is extremely important to build up our production 
facilities of basic materials to the point where there will 
be enough available not only for emergency and impor- 
tant civilian needs, but also for the less important civilian 
needs. This emergency may last quite a long time, as 
much as five or ten years, and that is too long a period 
for free people to tolerate living under severe restrictions. 
We have the ingenuity and the energy, when the incentive 
is there, to produce enough to handle both the defense 
needs and practically all the civilian needs.” 


Artuur W. NEvINsS 
G. CLarkK THomMPpson 
Division of Business Practices 
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Source: American Iron and Steel Institute 

16% INCREASE IN STEEL CAPACITY IS 
A: prospect by 1953. This increase—the greatest 

since the industry grew to size—will have an 
important influence on our economy, particularly 
since expansion plans call for erection of plants in 
areas outside the Ohio-Monongahela area. (See chart 
spread.) For big steel plants tend to be magnets 
drawing steel-using companies to their side. Too, fa- 
cilities must be built to service the new steel plants 
themselves: the flow of raw materials must be as- 
sured, the population of the area reoriented to pro- 
vide the manpower, etc. 

But of greatest importance, of course, is the 
added amount of steel the new capacity will give to 
the country. It is not likely, however, even with the 
country’s steel capacity utilized to the full, that there 
will be as much as 16% more finished steel. For as 
military orders increase, more and more steels with 
rigid specifications appear in order books. In the 
plants, more scrap is clipped off ingots, and rejec- 
tion rates rise. More scrap may also result at the 
fabricator level from the more precise machining de- 
manded for the services. 

In World War II, the amount of finished steel prod- 
ucts derived from a ton of ingots dropped about 4% 
from 1941 to 1943, causing a loss of more than 3 
million tons. No data for those years are available 
on the machining loss during fabrication, but it must 
have been high since the yield of products from fin- 
ished steel increased 3% to 4% between 1943 and 
1947, a saving of 1.5 million to 2 million tons. 

If this World War II pattern should hold for the 
years 1951 to 1953, an increase in ingot capacity 
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and production of 16% would mean only 10% more 
finished steel and only 6% more in fabricated products. 

But there are, of course, differences between that 
picture and the current one. In 1943, military re- 
quirements took about 60% of finished steel. In 
1953, we are not likely to need that much for mili- 
tary purposes—not even if global war should break 
out soon. One reason for this is that about one third 
of those 40 million tons of steel that went into the 
war effort in 1943 was used in building some 20,000 
ships, both naval and commercial.1 Today, much of 
the World War II merchant and naval fleets are still 
intact. New vessels will have to be built, of course. 
But the huge building operations of the last war are 
not likely to be matched unless the scope of military 
operations is carried well beyond World War Il’s 
maximum effort. 

Ammunition was the second largest steel consum- 
er in 1943. Combat tanks, aircraft, guns and military 
and war plant construction represented other major 
uses. But a considerable number of war plants and 
military installations built before and during the war 
are still available. And more plant expansion is sched- 
uled for 1951 and 1952, so that much of the con- 
struction required to maintain a war effort of the 
1943 dimension would be available for use in 1953. 


IMPROVEMENTS SAVE STEEL 


Technical changes in the types and kinds of muni- 
tions required and engineering advances in producing 
them can also be expected to save steel. Despite the 
fact that current Korean military operations do 
not appear radically different from World War II tac- 
tics, more of our fighting potential is being directed 
to the new weapons of warfare. Some changes in em- 
phasis from heavy munitions to more specialized / 
equipment could reduce steel needs significantly. 

Much technical progress has also been made in re- 
cent years in fabricating military wares. Only re 
cently, Army ordinance announced improvement 
that would significantly reduce the amount of st¢l 
for certain processes. Again, a smaller part of tol 
rolled steel output will probably be subject to rid 
military specifications now than was true in 
War II days, so that the rejection rate on finned 
steel products would be proportionately lower. / 
Offsetting some of these gains is the fact thacur- 
1Includes landing craft and other small vessels. 
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STEEL CAPACITY 


rent munitions production requires a much larger 
proportion of alloy to carbon steel than in the last 
war—and the yield from an alloy ingot currently 
averages about 61% as compared with 75% for carbon 
steel. Further, if automobile output is allowed to 
continue, the yield from ingot may be somewhat held 
down by large tonnages of cold-rolled sheet and strip 
output. In the last war, many continuous strip mills 
were converted to rolling carbon plate, a product with 
a higher ingot yield. (See chart.) 

Expansion needs to move the raw materials to 
both old and new steel plants are quite extensive over 
the long term. For example, since current transport 
facilities may not be capable of shipping the amount 
of ore necessary, a large expansion of the Great Lakes 
fleet is now under way. 

This expansion is necessary even though an increase 
of 16% in ore and pig iron supplies may not be re- 
quired to maintain capacity furnace operations. First, 
iron furnaces! are currently taking about 14% of 
total pig iron output. About a fourth of the products 
from metal furnished by these furnaces, however, is 
going to automobiles and appliances and home build- 
ing—for which substantial cutbacks are scheduled. 


THE ALLOY PICTURE 


Even if civilian goods cutbacks are less severe than 
during the last war, any increase in the demand for 
iron. castings is likely to be less than for steel prod- 
ucts. (Between 1941 and 1943, pig iron for steel use 
increased 11%, but the tonnage for iron castings was 
down 14%.) The shortage of pig iron could also be 
alleviated by using more scrap in place of iron in 
open-hearth steel furnaces. 

Any shortage of scrap could mean the reverse: more 
iron would be necessary. Rigid specifications for war 
matériel will probably mean increased rolling-mill 
and production scrap available for recharging into 
furnaces. Besides, total scrap requirements are not 
kely to rise proportionately with steel output, since 

bn furnaces? are now taking about 20% of total scrap. 

As to our needs for other raw materials, some ex- 

Pasion will have to occur in fuel-supplying facili- 
’ ti€ This will mainly be in coke ovens, although there 

Wilbe some expansion of fuel oil and natural gas 

facties, 


*T first in this two-part series appeared in the February issue. 
TEX ding blast furnaces. 
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Alloy Steels Grow More Important 
100 


TOTAL STEEL PRODUCTION 


40 


20F 


193 942 194 1951 


Millions of net tons 
Source: American Iron and Steel Institute 


Just how tight various alloying materials become 
will depend on the amounts needed for armor plate 
on tanks, aircraft engines, machine tools, etc. The 
proportion of alloy to total steel requirements of the 
military is greater now than it was in the last war. 
And since most steel alloying elements are imported, 
supplies could be cut off. Not only might foreign 
sources of these vital metals fall into unfriendly hands, 
but shipping facilities might be short. 

Nickel appears to pose the biggest problem. Yet 
there is not likely to be any critical shortage of es- 
sential nickel-alloy steels. First, a bigger supply is 
expected from increased facilities in Canada and from 
United States Government plants which have been 
reopened in Cuba. Second, some diversion of nickel 
from uses other than steelmaking may be expected. 
At present, only 45% of primary nickel is used in 
steel mills and iron foundries. This compares with 
75% to 80% during World War II. 

Also, nickel specifications in alloy steels will prob- - 
ably have to undergo restrictions similar to those of 
the last war. Increased use of so-called NE alloy 
steels would pare alloying requirements. Required 
mechanical properties in steel, previously obtained 
only with large quantities of nickel or chromium, 
could be produced, it was found in the last war, with 
a smaller quantity of nickel and chromium combined 
in certain fixed proportions with molybdenum. Pro- 
duction of these NE steels exceeded 2 million ingot 
tons annually (a fifth of total alloy output) during 
most of the period. Experiments in boron-treated 
steels indicate additional tonnages of alloying metals 
may be saved. 

Chromium supplies are presently adequate to meet 
all demands. But sharp increases in the use of chromite 
for stainless and other alloy steels, coupled with the 


SALIENTS OF STEEL EXPANSION PROGRAM 


STEEL CAPACITY 


120 MILLIONS OF NET TONS 


1953 PLANNED 
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We're already big in steel — but we're 
growing bigger — 


CAPACITY ADDED 1951-1952 
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Most of expansion is planned by larger 
companies a 
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CAPACITY ADDED: 1951-1952 


WESTERN ® 
SOUTHERN ® 


CHICAGO ® 


CLEVELAND-DETROIT ® 


PITTSBURGH-YOUNGSTOWN 


EASTERN ® 


The East is getting the biggest slice 
of the new os 


AVERAGE COMPANY INCREASE: JAN.1.1951- JAN. 1.1953 
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000.000 TONS 


16,000,000 TONS 


L 34,000,000 TONS | 


But in the process the smaller ones also / € 
get bigger Oi) 
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BOTH REGIONAL AND TOTAL ECONOMIES AFFECTED 
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but South and Cleveland-Detroit areas will so output will become more dispersed 
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10 * Viititthhbhbhbthdbhdhdidedte ddd. 
COMPANIES WITH JAN. 1.1951 CAPACITY 
UNDER 1,000,000 TONS 
80 000,000- 2,000,000 TONS 
.000- 5,000,000 TONS. 
60 
REPUBLIC is 
9.000.000 TONS 
40 BETHLEHEM NS 
16,000,000 TON 
SN 
= U, S. STEEL 
34,000,000 TONS 
0 
195! 1953 1951 1953 
®NEW COMPANIES 
and a few new ones come into the picture so that ownership becomes spread 
to share the business sinc with decentralization 
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uncertainty of future supplies in the event of war,’ 
threatens to put chromium on the critical list virtually 
overnight. At present, only a small percentage of our 
required 1 million tons of chromite comes from domes- 
tic mines. The Defense Minerals Administration hopes 
to obtain from 100,000 to 150,000 tons more from do- 
mestic sources by 1953. Diversion of chromite from 
uses other than the production of alloyed steel, plus 
other restrictions on nonessential use of the metal, 
should be able to balance supply and demand under 
the most adverse of. circumstances. 

Despite the concern over manganese in recent years, 
the supply of this steel purifier is not likely to be- 
come critical in the period ahead. Processes that ex- 
tract manganese from slag and low-grade ore could 
conceivably make the United States virtually self- 
sufficient in the metal within a few years. In the 
meantime, large imports continue to flow in from 
India, South Africa and the Gold Coast. 

Minor problems exist for other ferroalloys. While 
cobalt and tungsten are in short supply, substantially 
increased domestic production of these metals is pos- 
sible. New production advances are expected to in- 
crease supplies of titanium. Molybdenum, the third 
most important alloying material, is amply produced 
at home. 


Consumption of Alloying Metals in Steel 
Manufacture, 1949 


Thousands of pounds 


(Giri ga aad |S Lea eee ORS ee AIRS @ Sitter ert rene ees NRE ay Pak Sy 148,443 
[Nickel eae co hen he hse nea ae he re eee 51,883 
Molybdenum siceiaikee. wears tis ara Riee dee 11,244 
PEEANUT Te seer ela ecco hae hee as ae 4,222 
PISUIN SCOTS are ste ere sie ae of aereics eit eee. erica cesta 2,170 
LIVCOTAUIN ceaaiph oh rote one eee ee 1,440 
Vian tarnish te eae chcs BRS se Ne Doce eae ee ah 1,079 
Cabal tinea eran icon toe Sahat oboe aca Mane ee Ree 992 
Columbitim'¢ aancose set eee woe Mito aoe ieee 632 


Ingot production can be expected to reach an an- 
nual rate of about 120 million tons in early 1953. 
This would mean rolled, drawn, and forged steel out- 
put of 85 million to 88 million tons. Steel poured 
for castings could add close to 2 million more tons. 
(Output of finished steel was at an annual rate of 
77 million tons in the last quarter of 1950; only about 
3 million to 4 million tons of it was going for military 
production.) 

How will production of close to 90 million tons 
square with the steel needs of 1953? The Armed 
Services are not likely to require more than 40 mil- 
lion tons of it. And essential civilian requirements 
for steel—what will they total? A rough count indi- 
cates that another 40 million tons would be more than 
ample for these needs. 

This latter figure includes 7 million tons of finished 


Russia supplied 20% of our chromite in the third quarter of 1950, 
though imports in the fourth quarter were down sharply. Turkey, 
another major supplier, is on Russia’s doorstep. : 


steel annually for the railroad industry. The petro- 
leum industry is also taking about 7 million tons 
of steel annually. Other industries have expansion 
programs in planning or construction stages calling 
for about 17 million tons annually. In addition, from 8 
million to 10 million tons can be expected to be needed 
for public nonmilitary construction, civilian food-con- 
tainer production and steel for some agricultural, min- 
ing, and export lines. 

If these figures of 40 million tons of steel for the 
military and another 40 million tons for essential 
civilian uses should hold—and they seem more than 
ample estimates of requirements—there might still be 
left upwards of 10 million tons for civilian goods out- 
put. This tonnage would have to be allocated among 
producers of automobiles, homes, appliances, furni- 
ture, toys, office equipment, etc. 

These items are currently taking between 25 mil- 
lion tons and 30 million tons annually. A more prob- 
able figure on military steel requirements, say 20 mil- 
lion tons in 1953 (and even this figure means a five- 
fold increase in the current rate of use), would make 
available well over 25 million tons of steel for non- 
essential civilian use. Only about 20 million tons went 
into these items in 1949. 

There is even a chance that actual steel demand 
might fall below available supply. This might hap- 
pen if sufficient manpower were lacking to work the 
steel. During the last war, the number of man-hours 
required to fabricate a ton rose sharply, owing to 
the specialized requirements of a wartime economy. 
If this were to happen in the next couple of years, 
the manpower problem could become critical. 

Shortages of other materials going into civilian 
goods (like copper and aluminum) could also limit 
production of civilian goods even though sufficient 
steel supplies were at hand. 

ALAN GREENSPAN 
Division of Business Economics 


Chronology 


(Continued from page 95) 
May 21..... Production of 700,000 washing machines author- 
ized for last half of 1945 
May 24.....Production of 200,000 cars authorized for 1945 
J seb eee CMP “Open-Ended”’ effective 
Aug. 20..... 210 of 340 industry orders canceled, making esti- 
mated 85% of industry free of production 


controls. 
Agi eis. Ban on industrial construction lifted 
Aug. 25a. Controls on passenger-car production and use of 


paper removed 

Sept. 80..... CMP replaced by simple priority system 

Ocha Liar deee Restrictions on building and construction revoked 

Not: $e. 0 tts WPB replaced by Civilian Production Adminis- 
tration. 52 orders and 3 main priority regu- 
lations still in effect 
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THAT FR—TREASURY CONTROVERSY 


What are the real issues? Some of them are listed below, following a 
running story of what has happened so far. Impartiality in the 
telling has been attempted through the use of copious 
quotes and a minimum of commentary 


Treasury fired a shot heard round the financial 

world. It was a “guided missile” in the form 
of a half-dozen brief paragraphs contained in an ad- 
dress delivered at a luncheon meeting of the New 
York Board of Trade. Left to themselves, the great 
rank and file doubtless would have passed over the 
Secretary’s remarks as of no particular significance. 
But to the money market they were a missile and 
they were guided. 

The Secretary spoke of “the delusion that fractional 
changes in interest rates can be effective in fighting 
inflation.” He stoutly defended a maximum 214% 
rate on obligations of the Federal Government. “In 
the firm belief,” he declared, “after long consideration, 
that the 244% long-term rate is fair and equitable to 
the investor and that market stability is essential, 
the Treasury Department has concluded, after joint 


C* JANUARY 18, 1951, the Secretary of the 


conference with President Truman and Chairman 


McCabe of the Federal Reserve Board that the re- 
funding and new money issues will be financed within 
the pattern of that rate.” 

Pursuing the subject further, 
asserted: 


the Secretary 


“The 24%% rate of interest on long-term government 
securities is an integral part of the financial structure of 
our country. During the past ten years—a period in 
which we fought our most costly war and made a most 
extensive reconversion to peacetime activities—the 214% 
rate has become a most important influencing factor in 
financial policy in the country. It dominates the bond 
market—government, corporate and municipal. More- 
over, it dominates the operations of financial institutions. 
Most of these have already adjusted themselves to the 
214% rate—and, after so doing, have become more pros- 
perous than ever before. 

“Most of the life-insurance companies, for example, 
have changed the guaranteed interest provisions of their 
new policies during the past decade to conform with the 
25% rate, so that today about 85% of the new life- 
insurance premiums received by insurance companies are 
on policies written at interest rates of 214% or less. 
Mutual savings banks also have tied their current interest 
rates on funds of depositors to the government rate.” 


These subjects have been in the forefront of credit 
and monetary discussion for years, even decades past. 
The views expressed are those long held in the Treas- 
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ury and long well known to be held there. It was 
the timing of the Secretary’s remarks, the overtones 
of what was said, and the injection of the President 
into the affair that made news of his address. To the 
initiated it represented a sharp flaring up into public 
view of an old, old feud between the Treasury 
Department and the Federal Reserve officials. The 
flames are being fed by a long-existing belief by execu- 
tives of investing institutions generally that they were 
being bludgeoned into accepting a much-lower yield 
on their investments than they could get in a free 
market. And the Secretary’s defiant announcement 
of an unalterable determination to cling to the 242% 
rate came just at a time when “The Street” had ex- 
tracted from the Federal Reserve’s declaration of 
semi-independence last fall a hope that possibly some 
basic change in the war-born pattern of money-mar- 
ket regulation was in the making. 


A Gesture of Independence 


That declaration of half-independence took the 
form of an eclectic attitude by the Federal Reserve 
toward the Treasury’s offer of thirteen-month-1144% 
notes in exchange for obligations called or maturing 
in the early fall. Although the offering was protected, 
the general market was not supported in the same 
way. 

What actually occurred is clearly and accurately 
recounted in the February issue of the Monthly Letter 
of the National Bank of New York: — 


“The spectacular controversy between the Treasury 
and the Federal Reserve last autumn stemmed from the 
unwillingness of the Federal Reserve to continue to sup- 
port a 114% short-term borrowing rate for the Treasury. 
The long-term 212% rate was not involved. Since late 
November the Federal Reserve has been stabilizing an 
unformalized pattern of rates running in a graduated 
fashion from 134% for 91-day paper and 112% for one- 
year up to 242% for the longest-term bonds. When bank 
reserve requirements were raised recently, the Federal 
Reserve bought up government securities to maintain this 
pattern intact. Treasury bills were bought on a yield basis 
of 1.39%; ten months’ 114% notes ata discount below par 
of about $1.90 per $1,000, equivalent to a yield basis of 
1.49%; and Victory Loan 2% per cents at a premium 
above par of around $7 per $1,000, equivalent to a yield 
basis of 2.45%.” 
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The bank is, of course, correct in saying that “the 
long-term 214% rate was not involved”—not in- 
volved, that is, in any direct or formal way. It is 
nonetheless true, as it was true during the “battle of 
the pegs” in 1948, that questions about the future of 
that rate arose in a good many minds. And it is evi- 
dent that the Federal Reserve authorities are now 
reluctant to give any official assurances on the subject. 


Mr. McCabe Supported the Treasury Then 


On no less an authority than that of the chairman of 
the Board of Governors of the Federal Reserve Sys- 
tem, it may now be said that the Federal Reserve was 
in agreement with the Treasury during the 1947- 
1948 episode that the 244% line should be held. Such 
is the burden of the following excerpt from the reply 
of Thomas B. McCabe to a query from the Joint 
Committee on the Economic Report dated August 
22, 1949. 


“During the period of support operations [in 1947-48], 
questions arose as to the advisability of the Federal Re- 
serve continuing to supply inflationary funds through pur- 
chasing at par or higher prices government bonds being 
sold by investors to shift funds to other uses. It was sug- 
gested that an effective means of restraining inflations 
would be not to provide funds for these purposes so read- 
ily and to permit higher long-term interest rates to operate 
as a restraining influence. The large-scale purchase of 
bonds by the Federal Reserve accentuated inflationary 
developments, and presumably a contrary policy would 
have exerted a strong anti-inflationary influence, since 
increasing long-term interest rates has generally been 
a more effective deterrent on businesss commitments and 
plans than increasing short-term rates. 


“The Federal Reserve, however, was in entire accord 
with the Treasury that maintenance of a stable and or- 
derly market for government bonds was an overriding 
objective under conditions prevailing at that time. It 
was agreed that the longest-term bond should not be 
permitted to decline below par. Considerations entering 
into this decision included the unprecedented volume of 
government bonds outstanding, the large refunding prob- 
lem of the Treasury, the possibility that fear of declining 
bond prices would lead to much more liquidation, and 
concern that a decline in bond prices might cause a de- 
terioration in the position of many financial institutions 
holding large amounts of bonds.” 


Mr. Snyder Cites Defense Responsibilities 


The outbreak in Korea at midyear 1950 quickly 
revived old issues and promptly brought a widen- 
ing of the differences between the Treasury and the 
Federal Reserve—as a number of documents re- 
cently made public emphasize. 

Within weeks the Secretary of the Treasury was 
writing to the chairman of the Board of Governors 
of the Federal Reserve System in these words: 


“I know you will agree with me that it is of the utmost 
importance at the present time to maintain that confi- 
dence and, in addition, to do everything possible to 
strengthen it. This involves, first of all, avoiding any 
course which would give rise to a belief that significant 
changes in the pattern of rates were under consideration. 
The operations of the Open Market Committee since the 
beginning of the crisis have been well adapted to this end. 


“Ags I have studied the situation, I have become con- 
vinced that present circumstances call for one further 
precaution, which is, perhaps, of even greater importance 
than maintaining a good balance in current market 
operations. In my view, we must take extreme care to 
avoid introducing any factor which would run the risk 
of producing unsettlement in the broad market for federal 
securities represented by investors throughout the nation. 
It is my belief, in particular, that no new financing pro- 
gram should be undertaken at the present time without 
maximum assurance that it will be well received and can 
be carried through to a successful conclusion. .. . 


“As you know, developments in the government bond 
market have repercussions which fan out through the 
entire economy. Both the size and the wide distribution 
of the federal debt are unprecedented in comparison with 
the situations which faced us at the start of other periods 
of crisis. Under these circumstances, we have an obliga- 
tion of the highest order not only to maintain the finances 
of the government in the soundest possible condition but 
also to fulfil our responsibilities to the millions of federal 
security holders throughout the nation.” 


Leon Keyserling Makes a Suggestion 


By November, Leon Keyserling, chairman, Council 


of Economic Advisers, was expressing these views to 
the Joint Committee on the Economic Report: 


“There are many points in the excellent report of the 
staff of the joint committee and in the interesting com- 
munications from experts which require consideration, 
but which we shall not undertake to discuss at this time. 
The. committee will be especially interested, we believe, 
in two questions which they raise. 


“1. What reason is there to believe that any important 
anti-inflationary pressure will be exerted by an increase 
in short-term rates, within the very limited range which 
is possible, if it‘is the policy of the Federal Reserve Board 
to support the 242% long-term rate? 


“2. Is it a valid assumption that the alternative we 
actually face is between permitting destructive inflation 
or utilizing some power of the central bank to control 
inflation by raising interest rates? .. . 


“Instead of sanctioning a policy which would tend to 
compel the Treasury to find buyers each week for a 
billion dollars of new securities in a financial market 
which is warned that the market price will immediately 
fall, the joint committee should seriously consider whether 
it is not far better to train monetary policy upon the 
rigorous selective controls of credit, and to look to taxa- 
tion, allocation powers, and other measures to complete 
the program.” 
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It thus appears that the Treasury soon had allies 
close to the White House. This appears to be Mr. 
Keyserling’s entry into a controversy in which he was 
destined to take a very active part. 


Marriner Eccles Stresses Inflationary Aspect 


At about the same time Marriner Eccles, member 
of the Board of Governors of the Federal Reserve 
System, had this to say in the November issue of 
Fortune: 


“The growth of bank credit could no doubt be stopped 
if banks could obtain additional reserves only by borrow- 
ing from the Federal Reserve bank at whatever discount 
rate was established by the Reserve System. This was 
the traditional instrument of credit control used by the 
Federal Reserve until it had to take responsibility during 
the war for the support of the government-securities mar- 
ket. 


“Under this policy the system supplies reserves at the 
will of the market. If the Federal Reserve had complete 
freedom in its open-market operations, it could refrain 
from buying securities during inflationary periods and let 
prices decline until the market is self-supporting. 


“However, because of the huge size and cost of carry- 
ing the public debt, with its structure consisting of over 
$65 billion of demand obligations and $60 billion of short- 
term securities, and because of the difficult refunding 
problem when there are widely fluctuating interest rates, 
the Federal Reserve has not felt free to let short-term 
security prices decline and rates to rise except within the 
narrow limits of the pattern set by the 242% rate on 
long-term government bonds. Even such minor increases 
in short-term rates as have recently taken place have been 
vigorously opposed by the Treasury. 

“Thus the Federal Reserve may have to support the 
government market although such action supplies re- 
serves to the banking system and these reserves in turn 
become the basis for a sixfold expansion of bank credit. 
This credit adds a like amount to our money supply.” 


The Treasury's Need for a Stable Market 


The general counsel of the Treasury (Thomas J. 
Lynch) had a different idea. In November he wrote 
the Joint Committee as follows: 


“As you know, the Secretary of the Treasury attends 
the meetings of the National Security Council. He has, 
therefore, an intimate knowledge of the defense situation 
and what it might involve in the way of Treasury financ- 
ing which is not available to the Federal Reserve. With 
the possibilities of the serious international situation in 
mind, Secretary Snyder felt that it was of paramount 
importance that no uneasiness about the management of 
the public debt should occur; and that actions which 
would unsettle the government security market when the 
debt amounts to over $250 billion, and when its success- 
ful management is no simple matter, might have serious 
results in our successful prosecution of the defense ef- 
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“The Federal Reserve ignored the Secretary’s request 
for a stable government security market.” 


Sees Bank Credit Financing Inflationary 


The Secretary’s January 18 address definitely added 
fuel to the flames. Within days (January 22) Allan 
Sproul, president of the Federal Reserve Bank of 
New York and vice-chairman of the Open Market 
Committee had this to say in an address in New York 
City: 


“T am afraid that the announced debt management 
policy would lead us directly or indirectly into too much 
financing by the banks, if we had to do any substantial 
amount of deficit financing. And even in terms of possible 
refunding of bank-held debt, by sale of long-term obliga- 
tions to nonbank investors who temporarily find other out- 
lets for funds lacking, it would have shortcomings. It 
runs the risk of falling short of attracting willing non- 
bank investors in the first instance, and of creating re- 
luctant holders of government securities for the longer 
run. 

“We must have learned from our experience during and 
following the last war, with respect to market bonds, and 
more recently since the Korean fighting started, with re- 
spect to savings bonds, that these are real risks. If these 
risks were realized, they would mean that too much of 
our financing would sooner or later be done with bank 
credit based on the ready availability of Federal Reserve 
credit. And when that credit began to express: itself in 
inflationary price advances, we would again find our pow- 
ers to control the inflationary brew greatly impeded by the 
needs of a government security market requiring extended 
periods of extraordinary support.” 


Promotes "Progressive Decline" in Dollar 


Two days later in a letter addressed to the Joint 
Committee on the Economic Report Marriner Eccles. 
wrote: 


“The government, with the support of the Federal Re- 
serve, has the machinery and the power to decree what 
prevailing interest rates are to be. But lacking the power 
to require the holding of its securities by the public, the 
government cannot prevent their being offered for sale 
if the public is not willing to hold at those rates. If 
interest rates are not to be allowed to rise in response to 
market forces, then the government must create all the, 
money it takes to keep rates down. This, in effect, makes 
interest-bearing money out of all government securities 
and adds to the liquidity of all private debt as well. It 
is hard to conceive of a more inflationary monetary 
policy. ... 

“If the policy as announced by the Secretary of the 
Treasury is to prevail, that the existing pattern of in- 
terest rates will not be allowed to rise, then long-term 
government bonds in effect become demand obligations. 
The lower-yielding short-term securities held by nonbank 
investors will be shifted to the Federal Reserve. This pro- 
cess generates demand for long-term government securi- 
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ties, helps to maintain a lower long-term rate than would 
otherwise prevail, and gives the appearance of tremendous 
success to each government financing effort. It is, how- 
ever, a success bought by the creation of tremendous sums 
of money, at the cost of progressive decline in the value 
of the dollar.” 


Other Countries Have Given It Up 


An “unofficial” but well-informed observer, the 
National City Bank of New York in the February 
issue of its Monthly Letter, comments as follows: 


“Interestingly, the popularity of bond-market manage- 
ment in favor of government treasuries has been waning 
in many foreign countries. People have waked up to the 
fact that price-pegging and very easy money breed in- 
flation and weaken the essential function of saving. The 
British Government, after driving the market up to per- 
mit sale of 244% long-term bonds in 1946, withdrew sup- 
port until supply and demand struck a balance at a lower 
price level. The Swedish Government gave up on a long- 
maintained fixed price peg for its 3% bonds last summer, 
and allowed them to decline. The Bank of Canada, within 
the last few weeks, has allowed Canadian “Victory Loan” 
3 per cents to break par. In Germany, rates have been 
jacked up to help restore the balance of payments. 

“On January 30, the British chancellor of the exchequer, 
Mr. Hugh Gaitskell, facing a problem similar to that 
here, announced an offering of 3% defense bonds to re- 
place a current issue paying 244%. At the same time an 
increased rate of return was offered on future issues of 


ten-year savings certificates, analogous to our savings 
bonds.” 


The White House Enters | 


But the Secretary’s reference to his “conference” 
with the President (with the chairman of the Board 
of Governors of the Federal Reserve System present) 
‘injected, or placed additional emphasis upon, another 
issue—the old, old question of the “independence” of 
the Federal Reserve System. Senator Douglas was 
one of the authorities to object to such “consultation” 
by a presumably independent agency with the Presi- 
dent. The Senator is chairman of the Subcommittee 
on Monetary, Credit and Fiscal Policies of the Joint 
Committee on the Economic Report. As long ago 
as January, 1950, this subcommittee had published 
its own conclusions in the following terms: 


“Timely flexibility toward easy credit at some times 
and credit restriction at other times is an essential char- 
acteristic of a monetary policy that will promote economic 
stability rather than instability. The vigorous use of a 
restrictive monetary policy as an anti-inflation measure 
has been inhibited since the war by considerations relat- 
ing to holding down the yields and supporting the prices 
of United States Government securities. 


“As a long-run matter, we favor interest rates as low as 
they can be without inducing inflation, for low interest 
rates stimulate capital investment. But we believe that 
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the advantages of avoiding inflation are so great and that 
a restrictive monetary policy can contribute so much to 
this end that the freedom of the Federal Reserve to re- 
strict credit and raise interest rates for general stabiliza- 
tion purposes should be restored even if the cost should 
prove to be a significant increase in service charges on 
the federal debt and a greater inconvenience to the 
Treasury in its sale of securities for new financing and 
refunding purposes.” 


"To Quiet Those Rumors" 


Interest in this aspect of the matter—allegations of 
undue White House influence—was greatly intensi- 
fied at the beginning of February by two Associated 
Press dispatches from Washington dated February 1: 


“The Federal Reserve Board has pledged its support 
to President Truman to maintain the stability of govern- 
ment securities as long as the emergency lasts. 

“White House press secretary Joseph Short announced 
this today, saying there have been reports of differences 
of opinion between the Treasury and the Federal Reserve 
Board. 

“This is to quiet those rumors—Short said. 

“Members of the Federal Reserve Board conferred with 
Mr. Truman yesterday. Secretary of the Treasury Snyder 
did not attend the meeting.” 


“A Treasury spokesman said the White House an- 
nouncement means the market for government securities 
will be stabilized at present levels and that these levels 
will be maintained during the present emergency.” 


President Truman to Mr. McCabe 


Under date of February 2, the President made it 
official with a letter to Chairman McCabe, from which 
the following excerpt is taken: 


“Your assurance that you would fully support the 
Treasury defense financing program, both as to refunding 
and new issues, is of vital importance to me. 

“As I understand it, I have your assurance that the 
market on Government securities will be stabilized and 
maintained at present levels in order to assure the suc- 
cessful financing requirements and to establish in the 
minds of. the people confidence concerning government 
credit.” 


The President’s White House statement and his 
letter “astonished” Marriner Eccles, member of the 
Board of Governors of the Federal Reserve System, 
who had this to say to the press on February 3: 


“T am astonished [at the President’s version. of what 
took place at the White House conference on January 
31, 1951]. The only answer I can make is to give you a 
copy of the record of what took place at the White House 
meeting, as agreed upon by the other members of the 
Federal Open Market Committee and from which I have 
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deleted only certain references which deal with the inter- 
national and military situation.” 


“To Support... the Presidency" 


A somewhat different position was taken by an- 
other member of the Reserve Board, James K. Varda- 


man, who handed the following statement to the press 
on February 5: 


“Governor Evans’ memorandum [giving an account of 
White House Conference on January 31, 1951] was cor- 
rect in essential details as to the words which were spoken 
during the meeting with the President, but the memo- 
randum did not attempt to set forth the impressions and 
general atmosphere prevailing during the meeting. 


“My own impression of the meeting was that the Presi- 
dent of the United States had been allowed to leave the 
conference room with the definite impression in his heart 
and mind that the Federal Open Market Committee would 
support the government financing and bond program as 
officially promulgated by the Secretary of the Treasury 
on January 18. 

“T said to the committee that I thought it was tragic 
that the President had been allowed to leave the con- 
ference with such an impression when the majority of 
the committee apparently knew at the time they were 
not going to carry out the President’s wishes. . . 

“For myself, I unhesitatingly waive any theoretical 
statutory authority and prerogatives in order to support 
the government and the President at this time; and if 
there is any question in my mind as to the propriety of 
such a waiver I will try to appear before the proper Con- 
gressional committee to ask for clarification of my statu- 
tory responsibilities as a member of the board.” 


Mr. Vardaman, it appears, had at a somewhat 
earlier date submitted to the board a statement, for 
issuance to the press, supporting the Treasury. This 
was subsequent to the now famous New York address 
of the Secretary. The board rejected it. Here is the 
text of it: 


“The Federal Reserve Board has made its recommen- 
dations to the Secretary of Treasury in connection with 
the interest rate on short-term government obligations 
and also with reference to the interest rate and maturities 
on funding and refunding bonds. In the exercise of his 
statutory authority and obligation, the Secretary has not 
thought it wise to follow all of the suggestions made by 
this board in connection with these matters. 

“Acting in his official capacity, as the spokesman for 
the government, the Secretary has announced a financing 
program, and this board has nothing further to say on 
the questions involved other than to state quite firmly 
and clearly that the Board will support to the fullest 
extent of its authority the program as officially promul- 
gated by the United States Treasury. 

“Whenever it is in line with its statutory authority to 
do so, the board will advise with the Secretary on all mat- 
ters relating to the management of the public debt or 
any other questions which he may desire to discuss. 


“But it should be clearly understood that under our 
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Constitutional framework and present statutory laws, 
the management of the public debt is the responsibility 
of the Secretary of the Treasury, and this board will 
support him to the utmost of its ability in his officially 
declared programs and actions. 

“We believe the duty of this board to be to make its 
ideas available and known in council, but not to make 
such ideas prevail and the board will act in accordance 
with this belief in the present situation.” 


A "Ways and Means" Committee 


On February 26, 1951, the following officials met 
with the President at the White House: Thomas Mc- 
Cabe, Chairman, Board of Governors, Federal Re- 
serve System; Charles Wilson, Director, Office of 
Defense Mobilization; Edward Foley, Under Secretary - 
of the Treasury; Charles Murphy, special counsel to 
the President; The Council of Economic Advisers, 
Leon H. Keyserling chairman; John D. Clark and 
Roy Blough; William McChesney Martin, Assistant 
Secretary of Treasury; Allan Sproul, Vice Chairman, 
Federal Reserve, Open Market Committee; and Harry 
A. McDonald, Chairman, Securities and Exchange 
Commission. 

To this group the chief executive read a rather 
lengthy memorandum setting forth in some detail 
the position of the Administration with regard to 
these and related matters. From that memorandum 
the following paragraphs have been extracted: 


“I am requesting the Secretary of the Treasury, the 
Chairman of the Federal Reserve Board, the Director 
of Defense Mobilization, and the Chairman of the Council 
of Economic Advisers to study ways and means to pro- 
vide the necessary restraint on private credit expansion 
and at the same time to make it possible to maintain sta- 
bility in the market for government securities. While 
this study is under way, I hope that no attempt will be 
made to change the interest-rate pattern, so that sta- 
bility in the government security market will be main- 
tained. 

“Among other things, I ask that you consider specific- 
ally the desirability of measures: (1) to limit private 
lending through voluntary actions by private groups; 
through government-sponsored voluntary actions such as 
was done in a narrow field by the Capital Issues Com- 
mittee of World War I, and through direct government 
controls; and (2) to provide the Federal Reserve Sys- 
tem with powers to impose additional reserve require- 
ments on banks.” 


That "Full Accord" 


Without awaiting a report from this group, the 
Secretary of the Treasury and the Chairman of the 
Board of Governors of the Federal Reserve System 
issued a joint statement on March 3 as follows: 

“The Treasury and the Federal Reserve System have 
reached full accord with respect to debt-management and 
monetary policies to be pursued in furthering their com- 
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mon purpose to assure the successful financing of the 
government’s requirements and, at the same time, to 
minimize monetization of the public debt.” 


Supporting details made public were, however, con- 
fined to an announcement of a forthcoming offering 
of 2°4% long-term ‘“nonmarketable” bonds in ex- 
change for the 214’s of June and December, 1967- 
1972. Such bonds, though otherwise nonnegotiable, 
are to be convertible into Treasury notes, the terms 
of which are to be announced later. 


What Is Really at Issue 


In heated debates, basic issues are all too likely to 
become so entangled with nonessentials or so obscured 
by ad captandum arguments that they are almost 
lost to sight. It may, accordingly, be helpful to add 
a brief account of what the shouting is all about. 

To clear away the underbrush at the outset, the 
following propositions are or would be conceded by all: 

e Because of “support” or “cooperation” by the 
Federal Reserve, the rates of interest paid by the 
Treasury are substantially lower than they would 
otherwise be. 

e The support operations of the Federal Reserve 
during the past decade have directly and indirectly 
resulted in large additions to the money supply, and 
caused low interest rates to spread throughout the 
money market. 

e Investing institutions have generally succeeded in 
passing the cost of these low rates on to their cus- 
tomers (just as have sellers of most types of goods 
and other services) and have thus managed to keep 
on a profitable basis—so far, that is, as they are 
profit-making institutions. 

In the case of the life-insurance companies, of which 
the Secretary of the Treasury made special mention, 
the effects of all this are partly obscured by another 
factor working in the opposite direction. Easy-money 
policies have cut the earning rate on life-insurance in- 
vestments and obliged the companies to employ a 
lower rate of interest in computing their reserves 
and their premium rates. It has likewise obliged them 
to reduce the so-called guaranteed rate to beneficiaries 
of currently written policies. Improved mortality 
rates have, however, increased premium income to 
offset reduced investment income. Thus in 1939 
about 77 cents of each income dollar of life-insurance 
companies came from premiums, while 21.4 cents was 
derived from investments. In 1949, premiums ac- 
counted for 79 cents, while investments brought in 
only 19.3 cents. The earning rate on investments in 
1915 was 4.77%; in 1929, it was 5.05%; in 1940, 
3.45%; and in 1949, 3.04%. Meanwhile, the death 
rate of policyholders dropped from 9.8 per thousand 
in 1915 to 7.0 in 1949, 

In dispute are these questions: 


e Is the saving in interest to the Treasury worth 
the cost imposed by the untoward effects upon the 
general economy of such support operations as the 
Federal Reserve has of late years engaged in? 

e Are fractional changes in interest rates on govern- 
ment obligations effective as anti-inflationary factors? 

e Would such changes as are required to afford a 
potent weapon against inflation be inordinately dam- 
aging to the business and financial structure of the 
country in view of the extent to which artificially low 
rates have now been built into the economy? 

e When the Federal Reserve banks or commercial 
banks add to their holdings of government obliga- 
tions they add the same amount to the money supply 
—unless, of course, there is a corresponding reduction 
in other assets. When the Federal Reserve “pegs” 
any obligation of the Federal Government at a price 
above the “natural market price,” it in effect makes 
that obligation redeemable upon demand and thus 
in one rather real sense “monetizes” it. Can we es- 
cape further inflation if we continue these procedures, 
depending meanwhile upon selective credit and so- 
called direct controls? 

e Is it possible for the Federal Reserve to perform 
the functions of a central bank unless and until it is 
wholly free from the Treasury in fact as well as in 
theory? 

FrepericK W. JonEs 
Division of Business Economics 


Food and the Freeze 


RICE-WAGE reports currently read like a grade 

school grammar: have risen, are rising, will rise. 
Statements on the outlook for the near future by top 
wage and price controllers run the full gamut from 
optimism (Eric Johnston: There will be an “effective 
stop” of the upward spiral in the next six months . . .) 
to pessimism: (Michael DiSalle: A continued rise in 
consumers’ prices will be “almost automatic” ... ) 
Mr. Wilson is in the middle. He is “worried” about 
the inability to control farm and, therefore, food 
prices. . 

The latest statistics mirror precontrol rises. Pay 
checks were higher in December. Hourly rates were 
about 1.7% higher than in November. Longer hours 
were worked in December, raising weekly earnings 
2.8%, and setting a new record level. 

Retailers raised their prices in mid-December al- 
most 2% over the November level. Mid-January re- 
ports from ten cities showed an additional 1.8% rise 
in the month up to the freeze order. This “freezes” 
prices ‘at least 3.2% higher than they were at any time 
before Korea. Food prices at the end of January show 
that price rises are slowing down. 


THE CONFERENCE BOARD 


Food continues to be the most important factor 
in rising living costs over the past two months. A 
glance at the food price picture suggests the possi- 
bility of further rises in the near future. 

Despite a 16% increase in farm prices since June, 
parity and market prices of many important com- 
modities are still some distance apart. On January 
15, government statistics showed oranges farthest 
from parity (65% below), with hogs selling only 
3% below. Livestock are selling above parity and 
are, therefore, frozen. Most of the other farm prod- 
ucts are close to parity and two important ones, milk 
and rice, are now selling above parity. The situ- 
ation is considerably better from the standpoint of 
the farmer, at least, than it was in 1939. At that time, 
most commodities for which parity prices were com- 
puted were much farther from parity than they 
are now. 

It would not be correct to state that a 3% rise in 
hog prices to the farmer would result in parity, since 
pork prices are part of the formula by which parity 
prices are figured. Similarly, any rise in prices of 
commodities bought by farmers would increase parity 
prices. 

At wholesale levels, food prices have also been ris- 
ing sharply. From June to December, prices rose 
more than 10%. Indications are that the rise con- 
tinued through January. Looking at the situation 
that has developed over the past ten years, it is ap- 
parent that the wholesalers’ margin has been reduced 
despite the public statements to the contrary. Since 
1939, wholesale food prices have risen 150%, which 
compares with a rise in prices to farmers of more than 
200%, according to figures released by the Depart- 
ment of Agriculture. 


Prices Received by Farmers and Parity Prices 
June 15, 1950, and January 15, 1951 


ond Parit 
ive ari 
“8 a % 
.09| -11.1} .676| -39.6 
coe ca ah 1.54} -9.9| .559| -$1.2 
Ricoee on. acs se 2.50) +8.5| .773) na 
Beef cattle.... 27.00| +41.4] 7.13 | +8.1 
Veal calves... 30.80] +43.3) 8.42 | -1.5 
HOGS ani daccis wie: 20.00) 2.9] 6.21 | -82.1 
Lambs........ 20.00] +42.9) 7.78 | +4.6 
Butterfat..... .70| -5.4| .239 -28.2 
1G Se Sq eee 4.66} +0.9] 1.73 n.a 
FiGGS 5 cists «= .43| -17.3]} .174| -35.3 
Apples........ 2.17| -21.7| .66 n.d 
Oranges...... 1.26) -64.8] 1.05 n.a 
Potatoes...... .99| -43.8 687; -20.0 
Sweet potatoes} bu. 1.94] -21.5|] .749) na 
Navy beans...|100 Ibs. 7.69| -13.8| 3.29 n.a 


Source: Department of Agriculture; Taz CONFERENCE Boarp 
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The retailer’s margin is also down. Since June, 
his prices have been increased only about 7%; over 
the longer period (since 1939) his increases have 
amounted to less than 125%. 

A look at individual commodities reveals that there 
is no universal pattern. Wheat and beef are examples. 
Farmers and wholesalers received an increase of about 
185% for their wheat, while retailers raised prices 
only 157% from 1939 to November, 1950. Beef cuts 
at retail were up from 155% to 175%, while beef was 
up 195% at wholesale; but the farmer was receiving 
250% over the 1939 level. The tables below indicate 
the increases of various important farm products at 
different levels. 

Despite the fact that wholesaler and retailer re- 
ceived less of an increase than the farmer, the purchas- 
ing power of wages has just about kept pace with the 
rise in food. Prices have risen 123% as compared with 
the 134% rise in hourly rates. This is an increase in 
purchasing power of only 5%. This is much lower 
than the average of about 35% for all consumer 
commodities. 


LavurENcE D. Dr TrupE 
Statistical Division 


Food Price Changes, 1939 to 1950 
Annual Average, 1939, to November, 1950 


% 

Blourjwheatic. fsi¢5. 02 ccoo. +157.8 +183.1 +187 .0a 
Cornflakes #2 tenis <leateenigeste 84.5 $9.5 145.1a 
Cornimealsc5ocaacee ores 104.3 a a ee 

ICO Rea no Cae 127.3 178.4 210.3 
Bread twhitesoncssais aoe ee 83.8 LIS 7s ee 
Round’stealk, s.5. scans 169.6 195.96 250.6a 
Rib: TOASts pak oes eles mee LSTA | See evs ae ae 
Chuckles a thactinciettena. ses V76.36:90 | eae | ee eee 
Vealicutletivacaw.crocmust ome s 162.5 244 8b 234 9c 
Pork: chops) stot\ihwies se eases 142.5 210.56 186. 6c 
Bacon, sliced... -.socsneee oes 107.2 14:5) eS 
Hamy wholejean. seaceeee sack 118.5 146305 ae eee 
Salt porkes.. 3.2 vara cusses tig edt 114.7 186: 037\aieceee 
Dambilegsi 5 fecstoee oe tse ot a0) a 170.8 206.06 243 . 2c 
Butters cc ens eee itis 129.5 153.2 165.7d 
Cheese eas: issue ce oes 110.5 18878 Sie 
Mille sfreshis. h.cctee cane temins ah 74.5 80.0 156.6 
Milk, evaporated, canned....... 88.4 8723.04 Dee 

OS erate Nate teats Coste renersierasterats 119.3 227.2 162.1 
Applesin vies cts stepckale re svete tia vuetels 98.0 117.1 197.0 
ORAM SES Ta He a Nees uterus ernie 78.6 174.7 39.0 
Potatoes. ante cas sictasecrm os tersnnte 52.2 71.6 27.8 
Sweet potatoes y-s.\sq. see waar 100.0 97.8 97.8 
Beansdried 4). <:2.0 scans oe 159.7 181.6 123.4 
Peaches, canned..............- 91.1 1SL36 210 eee 
Pineapple, canned..........-. 79.8 10202) arn 
Corn, Canned cakerancemaraee 76.4 148.62 | Soe 
Peas recanted seawater srele set ous 86.2 60:65:24 
Tomatoes, canned...........-- 79.1 10859 eee 


aThese figures represent price changes in wheat and corn. 
bThese fouréa represent price changes in beef, veal, ham and lamb. 
cThese figures represent price changes in comparable livestock. 
dThis figure represents a price change in butterfat. 
Sources: Bureau of Labor Statistics; Department of Agriculture; 
Tur ConrERENCE Boarp 
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permanent item on the Congressional agenda, 

problems of what further revenue sources can 
be tapped and who should bear how much of the 
mounting cost of preparedness become more complex 
and of vastly greater import. 

The latest tab shapes up at about $16.5 billion. 
Who should pay it? What types of taxes should be 
used? How can the undesirable effects of such assess- 
ments be minimized? What would be the net effect 
on the inflation problem? 

Less than a year ago primary interest was on paring 
down excises. Today those deliberations take on a 
somewhat unbelievable aura. For in the few inter- 
vening months an “interim” bill boosted personal and 
corporate rates and was followed in short order by 
the levy on excess profits. Now excises are going up 
and the rest of the cycle is starting all over again. 

The always difficult tasks of distributing the burden 
among revenue sources and among income groups are 
now even more difficult, for tax policy today must 
do more than supply money to pay government costs. 
Unless taxes can also make a major and basic con- 
tribution to the overriding effort to control inflation, 
there can be little hope of its success. 

Unfortunately for a simple solution of the current 
tax problem, the same policy may not serve equally 
well in the cause of both objectives. Good revenue- 
producing taxes may also have inflationary effects; 
and some of the more effective inflation-control meas- 
ures may make little contribution to balancing a 
swollen national budget. Such effects need be care- 
fully studied and combined in some unknown and 
delicate proportion to reach the twin objectives. 


THIRD IN A ROW 


Not only would the Administration’s reeommenda- 
tions add sharply to the load on already heavily taxed 
sources, but they also come on the heels of two other 
tax measures with very little time intervening for any 
assessment of changes so recently made. Conse- 
quently, the new proposals should be considered in 
close conjunction with these preceding boosts. Since 
last June, direct taxes on individuals have been 
stepped up to raise $2.7 billion in revenue, regular 
corporate rates to bring $2.2 billion and an excess 
profits levy to yield another $2.7 billion. In addition, 
two new excises have been added and other minor 
changes made for possibly $500 million in revenue— 
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or a total new tax bill voted since Korea of about 
$8 billion. 

The Administration now proposes to boost rates 
to produce another $3.9 billion from direct taxes on 
persons, $3.2 billion from corporate profits, and $3.0 
billion from excises—a total take of $10.2 billion, 
with still more recommendations yet to be made.* At 
least for the time being, four percentage points would 
be added all along the line to the personal tax sched- 
ule, raising its base to a 24% rate on the lowest 
bracket of taxable income and ranging up to 95% at 
the top. At these levels, individual rates would be 
one percentage point higher than the wartime peak 
for each bracket. The tax rate on capital gains would 
be raised from 25% to 3744%. 

The normal tax on the first $25,000 of corporate 
income would be upped eight points, making a com- 
bined possible tax of 85% when the existing 227% sur- 
tax and the 30% rate on earnings defined as excessive 
are included. The present 62% ceiling on tax liability 
would be raised to 70% of all corporate income, while 
a 90% ceiling would apply to personal liability. 


WHO WOULD PAY THEM 


With the new taxes, federal budget receipts in the 
fiscal year 1952 would total an estimated $65.3 bil- 
lion, or 23.6% of probable national income. Together 
with an additional assessment of possibly $20 billion 
by state and local units, the over-all cost of govern- 
ment would take a 30.9% bite out of national income 
next year. Such a burden would surpass the 29.2% 
share taken by all governments in 1945. 

In considering its economic impact, however, the 
distribution of the burden is perhaps even more impor- 
tant than the total load. Should these proposals be 
accepted, individuals in the next fiscal year would 
directly contribute $30.7 billion toward meeting fed- 
eral costs, corporations $23.2 billion, and excise taxes 
$11.3 billion—a ratio of 47-36-17. 

Compared with prewar, the direct burden placed 
upon individuals and corporations has risen sharply 
relative to that carried by excises. In 1939, for in- 
stance, the comparable ratio was 27-25-34, with ex- 
cises bearing twice the share now proposed. 

Since Korea, new taxes and rising business income 
have shifted the burden on corporations from 29% 
of total receipts to an estimated 36% for the fiscal 
year 1952. At the 47-36-17 ratio of the new proposals, 
persons and business would bear about the same share 
of the burden as under present statutes but the share 
borne by excises would rise moderately. And in 
dollar terms, the total corporate tax bill would rise 
15.9%, individuals would pay 14.7% more, and excise 


1Revenue from income and capital-gains tax increases are esti- 
mated on basis of income and price levels for calendar 1951, while 
excise revenue is based on*fiscal 1952 estimates. Data have been ad- 
justed for effects of higher corporate rates in reducing dividends and 
personal tax liability. Without this adjustment, the proposed 
increase in corporate taxes is estimated at $3.4 billion. 


THE CONFERENCE BOARD 


receipts would be up 37% over present revenue esti- 
mates. 

Although the great bulk of taxable income is re- 
ceived by persons in the middle and lower brackets, 
under the new proposals the major part of the added 
liability would fall on the “over $5,000” income cate- 
gory. From this bracket, where 17% of all taxable 
returns and 43% of all taxed income are grouped, 
would come 55% of the new revenue. The remain- 
ing 45% of new taxes would come from the 83% of 
taxpayers who receive about 57% of taxable income. 

Actually, the new rates would make only slight 
changes in the relative contributions to total revenue 
made by the various income brackets. Over the past 
six years, however, this distribution of tax liability 
has changed substantially. Postwar income trends 
have pushed many taxpayers into higher brackets, 
with the result that the proportion of taxable returns 
with incomes under $5,000 has dropped 11 percentage 
points since 1945. (See chart.) Over the same 
period the proportionate share of total taxes paid by 
this group has declined from 50.6% to 36.2%, and, 
under the new proposals, would rise only to 37.4%. 

Since a flat increase on all brackets is proposed, the 
dollars-and-cents increase in individual taxes would 
be proportionately greater in the lower brackets than 
in the upper, when compared with present taxes. The 
tax on a $3,000 income would be 20% larger, with the 
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boost gradually declining down to a 7.5% increase 
for an income of $100,000.1 The income-tax changes 
made last year were similarly regressive in the sense 
that lower-income taxpayers bore the greater per- 
centage increases. 

But from another point of view, the new proposals 
also have a sharply progressive aspect by virtue of 
the fact that the flat increase would be superimposed 
on a progressive schedule. As a percentage of present 
net income after taxes, the increases would climb 
from less than 1% on a $3,000 income for a married 
person with two dependents up to 8% on a $100,000 
income. As far as the inflation problem is concerned, 
the size of the bite any new tax makes into disposable 
income and the total volume of purchasing power 
thus diverted from spending are both important. 

Whether the total volume of spending power that 
would thus be neutralized would have significant de- 
flationary effects is hard to say. It does, however, 
seem questionable whether the revenue taken from 
individual incomes in particularly the lower brackets 
would make any serious dent in funds left for spend- 
ing. This would hold even when the previous cuts 
in disposable income made by the Revenue Act 
of 1950 are taken into consideration.2. At best, 


1For a married person with two dependents. 

2Tax increases in 1950 ranged from 1.9% of net income after 
then existing taxes on a $3,000 net income to 11.5% on a $100,000 
income. 


Individual Income Taxes: What Income Groups Pay under Past, Present and Proposed Laws 


Percentages by adjusted gross income classes 
100.0 100.0 


OVER $5,000 
$ 4,000-5,000 


$ 3,000- 4,000 


$ 2,000 - 3,000 


$1,000-2,000 


Sources: Treasury Department; Tae ConrerENce BoARD 
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TAXABLE RETURNS 


GROSS INCOME 


TOTAL TAX LIABILITY 


Rising income trends since the war pushed more taxpayers into the higher income (and tax) brackets. Larger personal 
exemptions also cut tax liability of lower brackets. New proposals would boost their relative share of total taxes slight- 


ly, primarily because most taxpayers are concentrated there. 
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Corporate Taxes: What Firms Would Contribute to Mounting Federal Revenue Needs 


Percentages by net income classes 


100.0 100.0 


OVER $100,000 
$ 50,000-100,000 
$25,000 - 50,000 f& 


UNDER $25,000 


the percentage reduction in higher incomes may force 
contraction in nonessential spending, but might also 
affect ability and willingness to supply venture capital. 

The take of excises and other taxes should, of course, 
also be considered. But even so, it would seem quite 
possible that the current upward momentum of per- 
sonal income (which had advanced from $206 billion 
in 1949 to an annual rate of $241 billion by the be- 
ginning of 1951) unless soon stabilized could more 
than offset the proposed rise in taxes. 

Furthermore, effective rates of taxation on indi- 
vidual incomes would still be below their wartime 
peaks because the income-splitting provisions adopted 
in 1948 more than offset the effect of the higher-than- 
wartime rate schedule. Since income-splitting bene- 
fits only married couples, single persons without de- 
pendents and earning more than $3,100 would actu- 
ally pay higher rates than ever before and are in 
effect penalized. 

Although the proportion of budget receipts borne 
by corporations would drop slightly under the new 
proposals, at 35.5% it would still be far above the 
24.5% of 1939 or the 29.3% of 1950 just prior to the 
first two rounds of tax increases. While last year’s 
rate of corporate earnings presents a tempting and 
lucrative source of revenue, this recent shifting of 
the tax burden toward corporate income, coupled 
with the present proposal to tax away another $3.2 


Sources: Treasury Department; Taz ConyzrENce Boap 


1945 1951 1945 1951 PROPOSED 
CORPORATE 
NUMBER OF CORPORATIONS NET INCOME TOTAL TAX LIABILITY 


More corporations are also making more money compared with 1945. But despite the upward shift into higher income 
categories, distribution of net income and tax liability has remained relatively stable. New proposals would make only 
minor changes in tax loads by income groups. 


billion, raises not only equity questions but also the 
possibility of inflationary results from further direct 
taxation of business. 

The important fact in evaluating the corporate tax 
burden is, of course, profits remaining after taxes. 
Profit estimates in this period of multiple uncertain- 
ties must be largely conjectural. If the Treasury 
figure of $43 billion of corporate profits for the cal- 
endar year 1951 is assumed, a $3.2-billion tax boost 
would raise federal tax liabilities to about $24.5 bil- 
lion, or 57% of total earnings. Together with probable 
state assessments, earnings after taxes and available 
for either dividend payments or reinvestment would 
then come to about $17 billion. 

A $17-billion net would be sharply under the $21.9 
billion of 1950, but about equal to the 1946-1949 ay- 
erage. It would not, however, represent an equal real 
value of either potential dividend payments or ex- 
pansion of plant and equipment. At a time of urgent 
need for greater output this decline in earnings would 
present a dilemma. Greater needs for working capi- 
tal and particularly for expansion of facilities must 
be met. If funds available for reinvestment are cut 
back, either dividends must be reduced (with pos- 
sible adverse effects on equity capital markets), or 
recourse made to such potentially inflationary methods 
of financing outlays as bank loans or liquidation of 
holdings of government securities. 
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The major burden of the proposed increases would 
fall on larger firms. The 42,000 corporations with 
taxable net income of $100,000 account for 86% of 
taxable net income and would pay out 86% of the 
added revenue. At the same time, because of the 
flat increase proposed, the relative shares of the added 
burden would shift slightly. Although the Revenue 
Act of 1950 actually reduced taxes for some medium- 
sized firms, the new proposals would make a compara- 
tively sharper bite into earnings of the smaller firms. 
An eight-point rise in the basic rate paid by all firms 
with taxable income would have the effect of raising 
the share of corporate tax liability paid by the smaller 
firm and of causing a minor drop in the share of the 
larger firms. (See chart on page opposite.) 


MORE AND BIGGER EXCISES 


Enactment of the excise recommendations would 
mark the first broad revision in this source of revenue 
since the early World War II years. Even then, only 
a limited group of commodities would be affected and 
only relatively few extensions made in the tax base. 
For the time being, these changes apparently com- 
prise the Administration’s answer to those favoring a 
general federal sales tax as a major weapon against 
inflation and as a preferable alternative to further 
direct taxes on incomes. 

Under the recommendations, rates on some prod- 
ucts, particularly on those consuming materials in 
short supply because of defense requirements, would 
be stepped up sharply. Increases up to 150% are 
proposed for a substantial list. Consumer durable 
goods using metals would be especially affected. Such 
increases are designed to serve both revenue and in- 
flation-control objectives in that a substantial part 
of outlays on certain types of consumption goods 
would be diverted to the Treasury and final demand 
for such commodities discouraged. 

How well steeper excises may meet such goals 
necessarily depends on such factors as the future 
course of disposable incomes, decisions affecting spend- 
ing and saving, and availability of commodities so 
taxed. Obviously, if output of taxed goods is cut 
back very seriously by direct controls, excises would 
cease to be of much revenue value. To this extent 
the dual objectives have an element of inconsistency. 

Not only would the relative contribution by excise 
taxes to total receipts make the greatest gain among 
the principal tax sources under the new program, but 
the largest percentage increases among specific tax 
recommendations would also come from the excise 
group. The declining share of excise revenue in total 
receipts would thus be stemmed and some contribu- 
tion toward stimulating saving would be made while 
discouraging spending in an inflationary period. 

The sharpest increase in any category of revenue 
would come from manufacturers’ excises, the receipts 
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from which would more than double under the impact 
of higher rates and the extension of new taxes to 
many household appliances. Receipts from taxes on 
alcoholic beverages and tobacco—two traditionally 
important sources—would rise about 28% and 38%, 
respectively, over current levels. 

Resolution of the pro’s and con’s of superimposing 
more income and excise taxes on the present rates. 
depends on broad and difficult considerations. Would 
the fruitful revenue-producing aspects of higher per- 
sonal and business income taxes be more than offset 
by accompanying adverse effects on incentives to 
work longer and harder, to expand productive capac- 
ity, to accumulate and actually to provide equity 
funds? Or would such new taxes, on balance, only 
come out of savings or provoke resort to the large 
reservoir of existing liquid assets or to other inflation- 
ary sources of funds—thereby contributing little, if 
anything, to stabilization? 

Just how serious are the “serious equity and incen- 
tive considerations” which the Secretary of the Treas- 
ury concedes his corporate-tax proposals raise? Is it 
wise at a time when greater capacity is urgently needed 
to cut net profits below recent levels? Or will the 
earnings outlook continue so favorable and the ele- 
ment of business risk in general so small under a full- 
blown defense economy that another large slice can 
be taken out of profits? If net earnings are to be de- 
flated, then how is the already booming record pro- 
gram of expansion to be financed without inflationary 
consequences? What about the possibility of business 
taxes being pyramided and passed on in higher prices? 

As for higher excises, are their regressive character- 
istics and price-inflating tendencies less decisive than 
their substantial revenue potential and their useful- 
ness in mopping up excess purchasing power? Fur- 
thermore, since they penalize only spending in con- 
trast to the indiscriminate blow income taxes deliver 
to both spending and saving, should not even broader 
emphasis be laid upon excises in a period of active in- 
flationary pressures? 

From the anti-inflationary point of view, it seems 
at best open to question whether the bite of taxes 
thus far recommended would make an appreciable 
difference in total spending particularly when possi- 
bilities of liquidation of current assets, faster turnover 
of already existing funds, further increases in per- 
sonal income, and other contingencies are added to 
the balance sheet. That income after taxes and spend- 
ing, at least in the aggregate, might continue to rise 
then becomes more than theoretically conceivable. 
With supply prospects for consumer goods and serv- 
ices probably no larger—more likely smaller than re- 
cently—the consequent upward pressure on prices 
would remain a major threat to stability. 

Tueopore R. Gates 
Division of Business Economics 


Selected Business Indicators 


1951 1950 Percentage Change 
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MRailroadss: 5, cidecci tere ce cietic 1935-39 = 100 152.8 189.4 126.5 129.2 107. +20.8 
Utilities Sayeet. wee ccosioc sess ek 1935-39 = 100 108.6 104.4 105.0 106.2 105. +9.9 
Total no. shares traded N. Y.Stock Ex || thousands 89,867 71,252 51,192 60,589 54,738 +85 .4 
Corporate bond yields (Moody’s). . ||| per cent 2.86 2.88 2.88 2.88 2.83 -3.2 
Financial Indicators 
Bank debits, outside New York City® million dollars 75,017 72,846 |r 66,392 68,137 56,397 +14.4 
New capital corporate issues........ 000 dollars n.d. 394,499 228,501 464,695 314,693. : -10.9 
Refunding issues.................. 000 dollars n.a 103,022 74,006 76,803 105,250a 5 ; +222 2 
Comm., industrial and agric. loans‘.|| million dollars 17,979 17,591 |r 16,822 16,080 13,860 . , +5.1 
Total personal income (S)*......... billion dollars n.d. 240.7 |r 232.9 231.1 208 . 4a : : +8.3 
Money in circulation, end of month.| million dollars 27,045 Q7,741 27,595 27,228 26,941 -1.1 
Defense expenditures”............. million dollars 1,881 1,679 1,606 1,499 1,116 +8.1 
SAdjusted for season variation _‘ 'Shipments 


*Consumption; cigarette consumption measured by tax-paid withdrawal 3Average daily  4Average weekly ‘Fk. W. D 
‘Engineering News-Record—average weekly  7Grocery and combination chain store sales 140 centers °Annual rate "New series; includes federal budget expenditures for 
Defense Dept., Atomic Energy Comm., Mutua! Defense Assistance, Maritime Activities, Coast Guard aDecember, 1949 bNovember, 1949 cPercentage change, latest month 
over previous month —_dPercentage change, latest month over a year ago eEstimated _f Percentage change 11 months 1949 to 11 months 1950 n.a.Not available pPreliminary 
*Value as traffic indicator subject to variations in length of haul and amount loade ices i 


0 i U d “New capacity base used for paper; data have been revised. Sensitive industrial prices in process 
of revision; data shown are not comparable with earlier data. Revised 
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(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) r 


odge { 


What Executives Say: 


MATERIALS ARE SHORT UNDER LIMITED CONTROLS * 


METAL INDUSTRIES 
Air-Conditioning Equipment 


We are beginning to feel sharply shortages in certain 
materials, principally 14 inch and lighter-weight mild steel 
plate and black rolled sheets 18- to 28-gauge steel products. 
We use some copper products, and some of these are due 
only on extended deliveries. We have not cut back produc- 
tion but anticipate there will be flat spots, due to short- 
ages, within a month. We are, for instance, running hand- 
to-mouth fashion in our gray iron foundry because of the 
searcity of pig iron. 

Hardly a day goes by without an offer of some familiar 
form of steel with a price tag three to five times as high 
as the mill price. In the present situation, politics being 
what they are, we do not expect anything is going to be 
done by those in authority — (President) 


* * * 


While we have been momentarily embarrassed and had 
to scurry around, sometimes paying exorbitant prices for 
small lots of emergency material, we have not been seriously 
impaired in our production; and there have been no cut- 
backs.— (President) 


Automobiles and Equipment 


The steel shortage is a major problem with us. However, 
our civilian production has not yet been seriously retarded, 
since we have been able to acquire conversion steel at 
substantially higher costs. We expect passenger-car pro- 
duction to be reduced in the near future; and this will 
lower the demand for the products we manufacture in our 
automotive division. Our heater division is still maintain- 
ing its production schedule; and it appears that this will 
be possible throughout the first quarter of this year.— 
(Assistant Secretary) 

* * 

Shortage of steel has restricted the output of our body 
supplier. Had it not been steel, it would have been alu- 
minum, copper, and, in sequence, the entire field of critical 
materials used in building automobiles. The only differ- 
ence would have been the extent of the resulting reduction 
in our unit production. Our scheduled rate of production is 
approximately 30% below the fourth quarter of 1950; and 
there seems little likelihood that the former rate can be 
resumed in the near future. 

The supply of materials is not large enough to meet all 
of the demands for them. If demands continue to increase, 
then the only action that can improve the material situ- 
ation is to increase the supply. The prospects for doing so 
do not seem bright— (Vice President) 


* * 
Our principal raw materials are brass and rubber. Ma- 
*All comments are direct quotations, and quotation marks are 

omitted. 
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terial shortages have not yet influenced our production, 
but government restrictions have reduced this production 
approximately 20%. We anticipate a further reduction 
until the government adopts some type of end-use priority. 
This would help us materially, since our product is used 


almost exclusively for passenger-car and truck operation.— 
(President) 
* * * 

We are not presently experiencing any serious difficulties 
with materials necessary for the fulfilment of rated orders. 
On nonrated orders we are cut back by the limitations of 
Order M-7 on aluminum. 


We are also cut back about 30% on certain products of 
nonrated items requiring carbon steels, and this cutback 
may be even greater. While we have had no difficulty on 
alloy steels, allocations given us by our sources indicate a 
drop of 50% from March to April. 


These cutbacks are necessitated by the increasing volume 
of rated orders in the hands of our suppliers. Direction of 
available materials to essential civilian needs under a 
Controlled Materials Plan might improve our supply situ- 
ation as it did during World War II.— (Assistant Treasurer) 


* * * 


Although supply materials are becoming somewhat 
tighter, pig iron, our primary raw material, has not as 
yet caused us any difficulty.— (Secretary-Treasurer) 


* * * 


Nothing is hampering our production. The problems of 
getting the material in, of course, are tremendous. While 
we have a very large defense production order, we feel 
that NPA orders may eventually restrict our production 
and lead to the layoff of employees— (Executive Vice 
President) 

* * *% 

The shortage of steel sheets has been our biggest materials 
headache. In order to maintain an adequate inventory, we 
have been forced to purchase steel sheets from nonmill 
sources at, in some cases, exorbitant prices. 

Our material shortages are caused by: (1) the extremely 
high level of national production, especially the huge 
quantities of automobiles and home appliances that were 
turned out in 1950; and (2) the diversion of a small al- 
though critical percentage of steel production to nonlegiti- 
mate steel dealers — (Vice President) 


* * * 


We have been able to maintain our output through pur- 
chases in the premium market. Recently, however, copper 
and zinc have caused us serious trouble; and had not the 
automotive industry, which takes 75% of our products, 
reduced their production approximately 20%, we would 
be disappointing all our customers. It looks as though 
a 20% to 25% reduction in automotive production will 
maintain a level that we can meet.— (President) 
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Electrical Appliances and Supplies 


Our production is being retarded by shortages of steel, 
aluminum, and copper. The extent of the cutback has 
not yet been determined because we are appealing for re- 
leases and do not know how much, if any, relief we shall 
receive. 


The material supply situation can be improved by anti- 
inflationary measures, by a more realistic program of diver- 
sion, by purchasing Canadian aluminum, and by removing 
the import duty on copper.— (Chairman) 


* * * 


Cobalt is the principal material retarding our produc- 
tion. It is needed in alnico magnets (an alloy of aluminum 
nickel and cobalt with steel), for strong permanent mag- 
nets. Other materials whose availability has been confused 
by the controls are cadmium, copper, aluminum and zinc 
die castings. In recent months, we have been able to 
produce an average of 10% fewer units than we budgeted. 


At the rate our domestic and Canadian production of 
cobalt is being stepped up, together with output of some 
of the other metals, the outlook should be good by the 
end of 1951. 


The size of the stock pile of strategic materials is secret, 
but acceleration of the process seems the biggest factor 
hampering our production. Certainly, steel and aluminum 
are not being used up in military products as fast as they 
are being withdrawn from producers of civilian products.—— 
(Vice President) 


* * * 


We have been and are short of brass scrap, copper, zinc, 
nickel, cold-rolled strip steel, steel wire, and some chemicals 
such as nickel salts, soda ash, and bichromate of soda. We 
have not been able to satisfy our customers who have 
asked us for more goods than ever before, and some of our 
operations have not run smoothly because of shortage of 
materials. The outlook is so completely tied up with re- 
strictive orders that we cannot tell when we are going to 
have enough for our production requirements.— (President) 


* * * 


Our shortages are principally in steel and copper, with 
a cutback of only 20%, but we cannot even get our share 
of the copper and steel for 50% of the business that we 
might take on at the present time. We are taking orders 
only from old customers, with the understanding that we 
will make shipment when we can get the necessary supplies, 
which is a drawback against getting orders.— (President) 


* * * 


Our production has been retarded mainly for lack of steel, 
copper wire, electronic tubes, and resistors. Production has 
been cut back 25% because of material and parts shortages. 

The outlook for restoration of the former level of civilian 
production is unfavorable. Materials and parts shortages 
in the radio and TV industry are the result of government 
stock piling and expansion of the industry —(Vice Presi- 


dent) 
Electrical Machinery 


So far our over-all production has not been retarded by 
material shortages. Production schedules for certain instru- 


ments have had to be revised because of delays in receipt 
of purchased components such as meters, but delays of this 
sort are likely to happen at any time. Instead of decreas- 
ing, our over-all production has been increasing steadily 
since last spring. This has been possible because of our 
policy of maintaining adequate stocks and ordering well 
ahead. Except for this policy, the restrictions on the use 
of aluminum alone would have cut our production about 
in half.— (Treasurer) 
* * * 

Material shortages that have retarded our production 
are copper and steel. We have not felt the cutback, but 
have extended the completion date of some of our long- 
term contracts.—(Vice President and Comptroller) 


* * *% 


Our principal shortages have been steel, copper and some 
aluminum. All alloys are extremely difficult to secure. 


Our government is taking a very arbitrary position on 
alloys and copper. To build heavy machinery, we must 
let our engineering department determine what is essen- 
tial to make it turn around and not depend upon some con- 
trol clerk in Washington. The department has instructions 
to use substitutes as much as possible; however, it is difficult 
to get Washington to understand.— (President) 


* * * 


Basic shortages of copper and copper alloys have held 
up some of the expansion necessary to meet our basic 
tooling needs. No cutback has been required, and at the 
present time approximately 10% expansion has been effected. 
The cutback in basic inventories during the fall of 1949 and 
early spring of 1950, with the heavy buying that followed, 
is responsible for material shortages—(Assistant to the 
President) 

* * * 

Shortages of copper magnet wire, brass tubing and steel 
sheets have delayed production of transportation equipment. 
No cutback has so far been necessary, but future avail- 
ability of critical materials for civilian production is not 
favorable. 

NPA limitation orders, without regard to civilian im- 
portance, and unequal distribution account in part for ma- 
terial shortages. Gray-market operations in sheet and strip 
steel also have a bearing on shortages. When NPA recog- 
nizes the importance of equipment for passenger transpor- 
tation facilities and assigns them “DO” ratings, our raw 
material deliveries should improve.— (President) 


* * * 


Our greatest shortages are copper and steel. We probably 
could be operating at about 25% greater capacity if we had 
plenty of these materials available. The copper shortage is 
primarily owing to the government’s stock piling of cop- 
per at a time when it is in short supply. The only way of 
correcting the shortage is to have better people in charge of 
the available copper and better rules for its use.— (President) 


Lae vee 


Shortages of materials affecting us are in steel, aluminum, 
copper, nickel, cobalt, and phenolic resins. The cutback 
during the first quarter of 1951 will probably vary be- 


tween 10% and 25% among our several plants.— (Vice 
President) 
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Engines and Turbines 


Our company manufactures products of a heavy industry 
character. During a period of wartime mobilization, we 
continue to make our normal products for industrial plants 
and the Navy. We have been slowed down rather than 
cut back by material shortages. The materials needed are 
bronze for gearing, steel for shafting, and gray iron cast- 
ings for housings. Fundamentally, these shortages are 
caused by the simple fact that so many industrial plants 
are attempting to expand their facilities rapidly and have 
overbought the capacity to manufacture such industrial 
products.— (Assistant Treasurer) 


Foundries 


A strike by molders, coremakers, and core assemblers 
closed down our operations during the base period used in 
allocation of metallurgical coke. As a result, our quota of 
this by-product coke from our several coke sources is en- 
tirely too small for us to carry on normal operations. We 
usually carry what would be considered large inventories 
of raw materials, and have been living for five or six 
months on our coke inventory accumulated prior to the 
strike. Our inventory was completely depleted in early 
December, 1950, and during that month we had to adjust 
our operations to inadequate deliveries of coke and un- 
satisfactory substitutes. 

So far we have been sufficiently supplied with pig iron 
to carry on at our current pace. But during the World 
War II shortages, we changed our practices and techniques 
considerably to get along with lesser quantities of pig iron. 
These practices were continued after the war; so no such 
’ changes can be made now to further reduce the pig iron 
required. 

The shortage of pig iron comes from the high level of 
steel production. The only available iron for foundries is 
from steel-company blast furnaces, and the supply depends 
on what they allot for foundry use. Then our quota governs. 
— (President) 

* * * 

The most critical shortages in the steel foundry industry 
are high alloys. Nickel, cobalt, columbium, molybdenum 
and other similar materials are at present virtually unob- 
tainable except for DO-rated orders. A very large part of 
our consumption of these materials is obtained from the 
remelting of scrap for use in our own products. Although 
we have not actually had to reduce production, we have 
eliminated many special alloys and particularly those con- 
taining higher percentages of nickel in their composition — 
(Assistant to the President) 


* * * 


We are now operating at 100% plus. All the steel cast- 
ings we are manufacturing are going to customers who will 
no doubt be certified as necessary in this program. By far 
the largest part of our manufacture is essential. More than 
10% of our production is on DO orders. As soon as some of 
the companies to whom we supply castings are given their 
ratings, the percentage will jump to a high figure.— (Eecu- 
tive Vice President) 


Hardware 
We are feeling shortages in cold-rolled steel, seamless 
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tubular high-carbon and alloy steel for redrawing brass and 
nickel silver. Nickel had been curtailed and is to be re- 
stricted further after March 1. We have obtained what 
we needed, but with considerable delay. We are at 70% of 
what would be normal if deliveries were prompt.— (Secre- 
tary) 

* * * 

We have been short of zinc several times during the past 
year and as a result have had to shut down approximately 
three to five days. As soon as the government discontinues 
the stockpiling of zinc, we will be able to get close to our 
normal requirements.— (Vice President) 


* * * 


Material shortages have not yet retarded our produc- 
tion, but there might be some reduction by the beginning 
of the second quarter. This will be taken care of by fewer 
hours, since our normal work week is now fifty hours. 


Fastenings use 2% of the finished steel production of 
this country, both in war and peace. If the fastening in- 
dustries do not get 2% of the finished steel, the defense 
program will not get enough fasteners. While we didn’t 
get all of the steel we could have used in World War II, we 
received all we needed. We expect the same situation 
again.— (President) 


Heating and Plumbing Equipment 


Our production is retarded owing to lack of steel quality 
plate, tank plate, sheet, structural and tubes. Nickel is also 
seriously short. Our cutback at present is about 15%, and 
the outlook is very dismal. 

Because of allocations, we can get less than half the steel 
formerly available. Nickel is in about the same situation. 
As our business is concerned with the production of power, 
the only way to improve our supply is to have the govern- 
ment provide a power program, with directives on steel 
mills to furnish raw materials such as was done in the case 
of the freight-car program.— (Vice President) 


ee tO * 


The shortage of copper has retarded our production con- 
siderably over the past few months. We are producing cop- 
per tubing at a little less than 50% of our capacity and of 
our volume in July and August, 1950. We will not be able 
to regain this production, even though the copper supply 
becomes freer, as copper tubing for plumbing and heating 
purposes has been restricted. The restrictions recently is- 
sued by the government will ease the supply of copper so 
that we probably will be able to get more for defense 
work. 

The same amount of copper is being mined and imported 
as was done a few years ago when no copper shortage existed. 
However, the government is taking from 15% to 25% of 
the total available supply each month for stock piling. The 
tremendous demand is responsible for the shortage of copper 
as much as stock piling, but the two of them together have 
certainly made it impossible to produce the quantity of 
finished products required.— (Assistant to the President) 


* * * 


Practically 100% of our requirements are carbon steel 
in the form of plates, tubes, and structural. Needless to say, 
there is a shortage. We have not had to cut back, but the 
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shortage of materials is preventing a desired increase in 
production.— (President) 
* * * 

If full mobilization comes, our business will be 100% for 
defense. In that case, we will have little trouble in get- 
ting materials. The majority of our business is for public 
utilities, oil refineries, pipe lines and shipbuilding com- 
panies. Adequate provision for essential industries of this 
character has not yet been worked out. 


Our production is retarded 20% by the lack of control 
organization and by red tape. This has merely resulted in 
our having on hand an unusually large amount of partially 
finished products. We believe the situation will work 
out.— (Chairman of the Executive Committee) 


Industrial Machinery—General 


Shortages of all materials are affecting our production 
- and causing delays but so far no cutbacks. Shortages are 
critical in steel plate, sheet steel, stainless steel plates and 
sheets, nickel, nickel-clad plates and sheets, and other special 
alloy materials. Shortages of motors and other drive equip- 
ment are also affecting completion of jobs. 


While controls are distasteful, some over-all method of 
material allocation would mean a definite improvement for 
us.— (Works Manager) 

* * * 

Carbon steel and stainless steel are our basic materials. 
Although we have only about 10% of “DO” orders in our 
order book, we have not been seriously curtailed by lack of 
materials to date. ; 


Delay in receiving motors, gears, and other accessories 
is increasing, but has not become an insurmountable prob- 
lem. Our main worry is cobalt, which we use in the acid- 
resisting and heat-resisting glasses put upon our tanks and 
reactors for the chemical and pharmaceutical industries. 

The present shortage of materials is owing to increasing 
industrial activity throughout the country.— (Vice Presi- 
dent) 

*% * * 

Material shortages are not critical in our case, and our 
long-range prospect should be good. During the last war, 
the design and manufacture of steel-mill equipment com- 
manded high priorities, and we were kept busy at our 
regular job. The emphasis on capital goods will be even 
greater in this emergency. 


Delays and shortages in obtaining certain materials may 
occur. However, we should experience only the common 
difficulty of extra paper work in getting what we need— 
(Treasurer) 

* * * 

We have not experienced much difficulty in securing our 
requirements of steel in various forms. Very recently, 
we found that deliveries of special forgings were being de- 
layed because our suppliers have difficulty in getting billets. 


Based on our experience in the last war, we hope to get 
sufficient materials.— (President) 


* * * 
Shortages in steel plate, bar stock, and forging billets 
have retarded our present production. We are likewise run- 


ning into shortages of aluminum and bronze, all of which 
will cut our production between 10% and 20% until allo- 


cations under a controlled materials plan cover our de- 
fense requirements. Such a plan cannot be made effective 
until late in the second quarter of this year— (Vice Prest- 
dent) 


Industrial Machinery—Specialized 


There have been no shortages, but we can foresee them 
three months hence, when our present inventories become 
consumed. Steel shafting and steel shapes will give us 
trouble, but the most serious problem will be electric motor 
drives. Our suppliers inform us that their copper is cut 
back so hard that the lack of drives will probably retard 
our production more than anything else. Apparently we 
were living off our inventories even before the Korean 
threat.— (Assistant Treasurer) 


* * * 


Steel has been the most difficult of the materials to ob- 
tain in required quantities; but pig iron, aluminum, copper, 
zinc, nickel, stainless steel, brass, paper and machine tools 
are rapidly getting into the same class. No cutback of 
operations has been made, but lack of materials prevents 
full production. Present allocations overburden mills that 
are capable of producing our individual steel needs.— (Ez- 
ecutive Vice President) 

* * * 

Material shortages are causing us to be approximately 
3% behind schedule. We have maintained this high rate 
only by going to great trouble and expense to obtain ma- 
terials from all possible sources. Our production will fall 
sharply from this time on, owing to shortages of copper, 
steel and other critical materials. Restoration of the loss 
will come only if we are granted a priority by the govern- 
ment. 


Our material shortages have been complicated by the loss 
of production from strikes in the past year or two; also 
to the disruption of normal production in steel mills due 
to “DO” orders upsetting the schedules of the mills.— 
(Secretary) 

* * * 

Shortage of steel has retarded our production to the ex- 
tent that we laid off a number of men. The outlook for 
restoration of our former production level is very poor. We 
received more than 1,700 tons of steel from a major pro- 
ducer in 1948 and were able to get fewer than 100 tons in 
1950.— (President) 

* * * 

Our position is one of worry about what tomorrow 
will bring. We have maintained operations at a consider- 
ably increased level as against a year ago. As our inven- 
tories have become unbalanced, we have resorted to sub- 
stitutes and alternate methods of producing the components 
in our end product. We have also gone to foreign coun- 
tries to buy raw materials to insure that we will have 
enough to continue our operations—(Vice President and 
Treasurer) 


Instruments and Controls 


We have experienced no shortages of material. We are, 
however. restricted in production by the latest regulations, 
which reduce the amount we can use. These regulations 
have an average effect of reducing the quantity of produc- 
tion about 20%. We are now endeavoring to find ways 
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to spread material so that we will not have to cut back 
production.— (President) 


* * * 


Our company manufactures essential products. Although 
the authorities in Washington have not yet differentiated 
between essential and nonessential industries, our experi- 
ence during the last war indicates that that must soon be 
done.— (President) 

* * * 

Until now we have been able to get materials. For the 
future, the limitation orders will govern. We use aluminum, 
copper, and tin. We do not look for restoration of former 
levels of production until these limitation orders are modi- 
fied.— (Assistant to the President) 


* * * 


Government orders have retarded our production approxi- 
mately 20%. Without the orders, material shortages would 
have restricted our production. We see no chance of re- 
storing our production of commerical products to the former 
level_— (Vice President) 

* * * 


There have been no important delays or cutbacks in 
our production as a result of material shortages. We have 
had to make unusual efforts to obtain certain important 
materials, and at times have been very close to having 
production interrupted.— (President) 


* * * 


We make the same equipment, except a lot more of it, 
under wartime conditions that we make under peacetime 
conditions. Because we are essential to any defense effort, 
we have been able to get materials. It is a tough fight. 
The present limitation system is not designed to help us in 
obtaining the materials we need, despite the fact that our 
products are essential—(Assistant to the President) 


Machine Tools 


A shortage of raw materials (steel, bearings, and electrical 
goods) has already limited our production. It has not been 
necessary to cut back our production; but it will be in late 
February or early March, if this condition is not corrected. 
— (President) 

* * * 

We are constantly trying to prevent any shortages so 
that we can maintain production on our extensive backlog. 
Only this morning our purchasing director advised we were 
encountering difficulty in getting screw stock and steel 
rods for small parts.— (President) 


* * * 


We have had a number of small problems with temporary 
shortages of materials, especially shank steel; but so far 
they have been inconveniences rather than hardships. In 
no case has it meant a cutback in production.— (Executive 
Vice President) 

* * * 

Where we should receive deliveries in thirty days from 

date of placing order, the delivery promises now are three 
-to four months, and in some cases five months. We are 
beginning to feel the effect of being rationed, in some cases 
on our quota of purchases during 1949 and 1950.— (Presi- 
dent) 
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The machine-tool industry was at a somewhat lower 
than normal rate prior to the recent material shortages 
and had some material stock-piled. Production therefore has 
increased to approximately normal proportions and has re- 
mained at about that level for the past three months. Ow- 
ing to increased demands for machine tools by defense in- 
dustries, our industry should be expanding very rapidly. 
Material shortages hampering our production are pre- 
cision bearings, steel castings, and electrical equipment.— 
(Assistant General Manager) 


* * * 


We have a number of shortages, but our principal one 
is gray cast iron. This shortage is largely caused by the 
fact that the machine-tool industry was very dull until the 
Korean War. Many of the foundries that depend upon 
the industry for orders were partially closed down. Conse- 
quently, both the machine-tool builders and the foundries 
laid off men and now find it very hard to have them re- 
turned.— (Chairman) 

* * * 

Our production has not been retarded, but it will not 
be long before we will face shortages of steel forgings, bear- 
ings and particularly fractional horsepower motors. The 
motor shortage is caused by the recently issued govern- 
ment copper order. There is little we can do to improve this 
situation without priorities.— (President) 


Nonferrous Metals 


We are beginning to feel the effects of copper restrictions 
and have no idea when we can reach our former level of 
production. Elimination of the duty on foreign copper im- 
ported to the United States would improve the situation.— 
(Secretary and Treasurer) 


Office Equipment 

We have had no major shutdowns to date except occa- 
sionally a day at a time in certain departments or on cer- 
tain machines. Diversity of products in this company, 
plus quick shifts to runs on various parts, has permitted 
good continuity of production. 

Our quota of steel from the mills is too low for our pro- 
duction demands. The supply of veneer might be expanded 
if the industry were to coordinate its efforts and would 
standardize thicknesses. Lumber has been scarce right 
along, particularly the upper grades that are needed in fur- 
niture manufacture. Now the large orders by the govern- 
ment are making the situation worse.— (President) 


* * * 


The only shortages we have are on electrical goods 
such as solenoids, switches and electrical connections. We 
also expect a shortage of wire. The supply of steel strip 
is short, but we have enough to last us probably for the 
next two or three months. Even before the war there was a 
shortage of steel for our equipment. The mills simply did 
not draw wire in sufficient quantities for our purposes.— 
(President) 

* * * 

Our inventory position was fairly good at the outset of 
the limitation orders. This situation, together with the 
appeals that have been granted us on the use of aluminum 
and copper, will make it possible for us to produce at a 
normal rate during the first three months of 1951. 
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The supply of strip steel gives us much concern, as well 
as that of copper, aluminum, and zinc. To meet these 
shortages, we have instituted a vigorous materials substitu- 
tion program. This undertaking is proving fruitful— 
(Office of the President) 

* * * 

Through government orders regulating the use of ma- 
terials, our production for the first half of 1951 has been cut 
back 20% from the rate for the last quarter of 1950. We 
are, however, operating at a rate equal to that in the first 
half of 1950 by substituting materials that are not re- 
stricted for those that are. We see very little hope of re- 
storing our former level of production of domestic goods 
until the present situation is cleared up.— (Vice President) 


* * * 


Material shortages have not affected our production. 
However, it will undoubtedly be affected by the orders 
issued by the NPA limiting the use of certain critical ma- 
terials. We are seeking substitute materials wherever pos- 
sible, but we do not believe that we will be able to keep 
our production much above 75% to 80% of our current 
rate after the end of the first quarter. 


There is nothing that can be done to improve the supply 
of materials for civilian use until after the defense needs 
have been determined and taken care of. Producers of 
civilian goods will have to do their best to keep produc- 
tion up by the use of substitutes.— (Office of the President) 


Railroad Equipment 

Our major material shortages have been in steel. Pro- 
duction cutbacks have been in the neighborhood of per- 
haps 20% in two of our smaller plants. There is currently 
a temporary cutback for the same reason in our basic output. 
In the two smaller plants, production, now restored, will 
considerably exceed former levels. For a major product, a 
material program is now being processed by NPA, since it is 
considered as part of the defense picture. 

Our shortages are caused principally by the delays and 
confusion incident to the application of controls. We expect 
our difficulties to diminish as the government control pro- 
grams become more settled — (Chairman) 


* * * 


As rehabilitation of the railroads is a defense activity, 
we do not expect to be embarrassed by severe shortages. 
Our principal products carry the highest priorities. We 
will have our difficulties and a lot of paper work; but, unless 
the management of these matters is badly bungled by the 
government, our problems should be relatively easy.— 
(President) 

* * * 

Materials we find in short supply are steel, copper, nickel, 
manganese, asbestos and resins. By living on our inven- 
tory to a small extent, we have not had to cut back our 
production, but we have not increased our production as 
much as we could.— (Assistant to President) 


ae * * 


Shortages of rolled steel have brought some delays but 
no cutbacks in production. Since the bulk of what we 
make is essential, we anticipate that allocations will asssure 
that our production level will be maintained. 


In another phase of our business, we are having difficulty 


in maintaining foundry production because of shortages of 
nails, chills, and chaplets, in short supply because of the 
rolled steel scarcity. But we do not contemplate any pro- 
duction cutback because of these shortages.— (President) 


Steel 


The only material so far seriously retarding our production 
has been zinc spelter. As a result, our output has been cut 
approximately 30%. Because of the high demand for zinc, 
the outlook for restoration of our production to its former 
level is not too bright.— (Treasurer) 


* * * 


Our over-all production has not been interfered with. But 
production of certain alloys has been because of shortages 
of certain specific metals such as nickel, columbium, sel- 
enium, cobalt and molybdenum.— (Chairman) 


* * * 


Our over-all production has not been retarded to any great 
extent, but we. are confronted with a shortage of zinc and 
scrap. Output of finished products requiring zinc has 
been materially reduced, but we are able to divert this 
tonnage loss by increasing our production of other products. 
Prospects of reaching our former level on products requir- 
ing zinc are not good. 

Our company is contemplating a rather large expansion 
program, which will bring with it problems of raw material 
supply. We believe that the government will cooperate 
with us sufficiently to supply our increased producing fa- 
cilities — (Assistant Treasurer) 

* * * 

Copper is the only material of which we have been so 
short that it has caused production setbacks. In August, 
we consumed 4,980,000 pounds of our own copper. Through- 
out the last half of 1950, demand was such that we could 
have continued at this rate of consumption each month. 
Instead, we had to cut our use 40% in December to 
2,818,000 pounds. We have no hope of being able to re- 
capture our former level of production, since we must op- 
erate now under NPA restrictions limiting us to 2,664,000 
pounds of copper in January and February, and to 2,508,000 
pounds in March. 

The major domestic producers, which have big fabricat- 
ing subsidiaries, have placed independent fabricators on a 
pre-Korea basis. This leaves their own fabricating units 
as the only ones still able to obtain enough copper to ab- 
sorb the recent increase in demand. 

Two things can be done to improve the supply situation: 
(1) The government can slow down or even stop stock- 
piling; and (2) the domestic producers of copper can be 
forced to make allocation to all fabricators on a uniform 
base period. 


Our experience in the last war proved that full mobiliza- 
tion of the country’s industrial capacity can only be accom- 
plished by the Controlled Materials Plan.— (President) 
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Shortages of pig iron, steel, cast scrap and steel ingots, 
together with restrictions on the amount of zinc permitted 
to be used, have all helped to retard our ouptut of wire and 
wire products. Lack of pig iron, scrap and ingots has cur- 
tailed our output about 10%. The zinc restrictions have 
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made it necessary to eliminate our heavier galvanized coat- 
ings, but some protective coating is still being applied, al- 
though it is approximately 30% lighter. Heavier galvanized 
coatings might be restored if governmental restrictions were 


lifted. 


Pig iron is in short supply because the producers are 
using more of it and less of the more expensive No. 1 heavy 
melting scrap. Blast furnace capacity has not expanded 
as fast as open hearth capacity. 


Good No. 1 heavy melting scrap is in short supply be- 
cause of the cumulative effect of small-lot conversion deals 
wherein scrap is purchased in the open market regardless 
of cost in order to secure ingots for a particular order. 
Foundries have increased prices for small lots and have 
driven the market price beyond any limit a large user can 
economically afford without raising his price of the fin- 
ished product—— (Vice President) 


NONMETAL INDUSTRIES 
Apparel 


The creeping shortage of cotton, wool, yarns, steel (re- 
placement parts) and shipping containers gets more seri- 
ous as the days go by. The lack of activity by the Muni- 
tions Board in stock-piling critical materials and added de- 
mands on our industry from the Armed Services are mainly 
responsible for the situation.— (President) 


* * * 


Our principal materials are cotton, nylon, rayon, rubber, 
steel, and brass. Shortages have not retarded our produc- 
tion, nor has it been necessary for us to make cutbacks.— 
(Vice President) 


Building Materials and Supplies 


Operating supplies are becoming more difficult to ob- 
tain, but no serious shortages have occurred to retard pro- 
duction. What will occur depends entirely upon the de- 
gree to which the cement industry is considered essential — 
(President) 

* * * 

Shortages of materials have not caused a cutback in 
our production. Shortages of certain chemicals and oxides 
such as cadmium, copper, nickel, tin, and zinc are likely 
to have an effect on the production of some of our prod- 
ucts, and substitutes must be found.— (President) 


* * * 


Our production has not been retarded to any great ex- 
tent by shortages of materials, but we expect that one 
division will be seriously affected by shortages of steel, 
brass, and copper, by the end of the first quarter in 1951. 
_ This division, which does approximately 11% of our total 
volume, may be cut back 50%. We do not look for restor- 
ation of our level of production until the present defense 
effort has run its course— (Vice President and Controller) 


* * * 


As we own all the shale and clay that we use, there is no 
_shortage of this material. We are having difficulty in getting 
the barium, manganese, and zinc that we require, but to 
date have had enough to maintain capacity production. It 
is probably true that everyone, including ourselves, is 
scared and is attempting to carry larger stocks than normal. 
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In view of the extreme shortage of schools, hospitals, and 
housing, we feel that, although the greatest production will 
be probably 25% less than last year, we shall be able to 
keep busy.— (General Manager) 


* * * 


About all we can do is take care of what we consider 
the most urgent needs as best we can. In wartime, many 
of our industrial customers switch their production to take 
care of military needs, and we continually ship to them. 
During the last war, most of such business was covered by 
priority; and we presume that priorities and government 
regulation will determine to a large extent where our ship- 
ments will go during the present emergency.— (General 
Manager) 


Chemicals 


To date, the shortage of copper has been the only one 
retarding our production, and only in the case of two 
products. Instead of limiting us 15% on the two products, 
NPA Order M-12 will actually limit us about 50% for 
the first quarter, since we were not using much copper in 
the first half of 1950.— (Executive Vice President) 


* * * 


We are experiencing no more than the normal seasonal 
fluctuation in the availability of the raw materials required 
for our products, primarily because they are basic natural 
resources; namely, natural gas and coal. It has become in- 
creasingly difficult to secure the necessary materials for our 
construction projects; but since most of the major projects 
have been in the planning stage for quite some time, the 
materials have been on order for months, and delivery, al- 
though somewhat slow, appears to be assured.— (Assistant 
Secretary) 

* * * 

Shortages of certain chemicals (benzene, ethylene, sul- 
phuric acid, caustic soda) and of steel, refractory brick, and 
fiber drums have resulted in intermittent production delays. 
No substantial cutbacks in production have yet occurred.— 
(Acting Manager) 

* * * 

Shortages of chlorine and cellulose have had the most 
adverse effect in restricting operations. While benzol and 
sulphur are also in short supply, so far our operations have 
not been restricted because of these shortages. The short 
cotton and cotton linter supply partially accounts for the 
shortage in cellulose— (Assistant Treasurer) 


* * * 


A number of materials are in short supply or have been 
affected by the Defense Order situation, particularly white 
pigments, cobalt driers, and aluminum. But we have been 
and probably will be able to make satisfactory delivery of 
products to our customers through the use of substitute ma- 
terials — (President) 

* * * 

Some materials used by this company are in tight supply 
and spotty shortages have developed. There has been no 
cutback in over-all production due to these shortages. 

The principal reason for the tight supply of some ma- 
terials is that production of our finished products has ex- 
panded faster than the capacity of our suppliers. Govern- 
ment stock piling and uneven distribution have contributed 
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to shortages. We have been able to improve the situation 
by resorting to substitutions and persuading our suppliers 
to expand their capacity.— (Assistant Treasurer) 


* * * 


Our production has been hampered by shortages of many 
raw materials, principally synthetic rubber and natural 
tubber latex. Other shortages that have had a major 
effect on our operations have been vinyl acetate, styrene, 
and paper pulp. Because of the diversity of our operations, 
it would be difficult to state the degree of cutbacks from 
these shortages. In many cases, they have been balanced 
by increased business in lines where shortages did not 
exist or were less serious. We have not been forced to re- 
duce the working force. 


The material supply situation will improve, particularly 
in rubber, when the stock-piling program is completed and 
all the synthetic rubber plants return to full operation. — 
(Vice President) 

* * * 

Our production has been retarded by raw material short- 
ages. As to the outlook, you will have to get the answer 
from the pundits on the Potomac. The reasons for the 
material shortages are: the protracted strike in the alkali 
industry—a strike that governmental agencies did little if 
anything to settle, and the heavy exportation of fats under 
ECA used to bolster the prices for domestic usage.— (Presi- 
dent) 


Food 


Many of the essential materials used by us are what 
might be termed “tight,” but it has not yet been necessary 
for us to cut back production. The situation facing us is 
largely due to hoarding and speculation. Supply could be 
improved if the government would place restrictions upon 
the acquisition of essential commodities by anyone not a 
user or dealer. Unrestricted speculation has not only with- 
drawn large quantities of raw materials from the market, 
but has brought about an artificial price level not warrant- 
ed by cost of production. Black markets in many materials 
could be eliminated by more careful screening of purchasers. 
—(Vice President) 

* * * 

We have had no serious shortages of materials. The most 
likely one is in packaging materials—cellophane and paper 
goods. Since World War II, the quantity of merchandise 
displayed in individual packages has increased enormously; 
and the paper industry has not kept up with these new re- 
quirements through the building of new plants.— (Vice 
President) 

* * * 

In the food business we have not felt material shortages, 
and there has been no cutback in production. The only 
material that probably will be critical in the near future is 
tin plate, which is on a limited availability basis effective 
January 1, 1951. This shortage may be alleviated by the use 
of lighter tin coatings and a possible switch to other pack- 
aging materials, including glass— (Assistant to the Presi- 
dent) 

* * * 

In addition to regular domestic requirements our food 
product will be heavily required by the Armed Services. As 
our plants are located in rural communities close to sup- 


plies, shortages have not interfered with our usual pro- 
duction.— (Vice President) 


* * * 


We have had no shortages of raw materials. In packag- 
ing materials, we are unable to obtain additional quanti- 
ties of cellophane for a sugar product. Banned deliveries of 
aluminum foil laminated to acetate will affect our produc- 
tion of coffee. The aluminum cap presently on our salt 
container is no longer obtainable. To counteract these 
shortages we will use substitute materials— (Vice President) 


* * * 


We are in feed manufacturing essential to the national 
economy. Our business will have a tendency to increase 
during the months ahead. There are ample supplies for 
our industry; and we do not expect any difficulty, unless 
low price ceilings are placed on items we use.— (President) 


Leather and Products 

There has been no real shortage of materials to retard 
our production. It is more difficult to get prompt deliveries, 
so we have to plan a larger inventory and longer commit- 
ments. As the rearmament program progresses and require- 
ments increase, we will face serious shortages. The military 
will have priority.— (Chairman) 


* * % 


As manufacturers of women’s shoes, we have had no 
noticeable shortages in our supplies. We have had to reduce 
our rubber consumption, but this has not led to too many 
difficulties.— (Chairman) 


Mining and Quarrying 

Our company is engaged in mining a basic raw material 
for a wide range of industrial uses. The materials we re- 
quire are supplies and repair parts. We are experiencing 
some difficulty in obtaining them when they are needed, 
but these delays are not hampering our production.— (Vice 
President and Controller) 


* * * 


We have had no shortages to date. Anticipated shortages 
are carbide cutting tools of all kinds, low-carbon strip steel, 
copper wire, aluminum rods, drill steel and tin oxide. In the 
case of strip steel, steel companies have no desire to sell 
in this form when better prices can be obtained in other 
forms.— (Secretary) 


Paper and Paper Products 

Production has not been retarded by shortages. How 
many cutbacks may develop from orders, issued or rumored, 
cannot be determined until the application of the orders is 
clearer. Typical examples of materials the use of which 
has been ordered cut back, and which may ultimately affect 
our production, are copper and sulphur. In both cases, 
however, the effect on ultimate production is indirect. 

In the case of sulphur, a use cutback will reduce the pro- 
duction of sulphite pulp proportionately to the reduction in 
the available supply of sulphur. But the shortage in such 
pulp can be made up in part through greater use of re- 
claimed paper.— (President) 


* * * 


In the case of copper, the primary use is in manufactur- 
ing wires. If copper use in wires were cut 20% this would 
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result in a 20% reduction in output of paper and board — 
(President) 


ne ek 7h ao 


We have not been cut back in our production. We have 
been threatened several times, and we anticipate that the 
situation will grow worse rather than better. The major 
problem seems to be in chemicals, and particularly in chem- 
icals related to sulphur as a base— (President) 


* * * 


Retarding production is our inability to obtain such raw 
materials as pulp and chlorine. The material shortages which 
hamper our production were hastened by the lumbermen’s 
strike on the West Coast, followed by a strike in the manu- 
facture of chemicals such as soda ash, chlorine and caustic 
soda.— (President) 

* * * 

No cutback has been necessary. During the coming 
year a shortage in wood pulp and certain chemicals may 
interfere with continuous operation, Heavy demand for paper 
has outrun the capacity of pulp mills accounts. The con- 
struction of new pulp-making facilities is a sizeable job and 
requires considerable investment. Whether or not this can 
be accomplished in time to prevent cutbacks in paper manu- 
facturing is a serious question.— (Assistant to the President) 


* * * 


We have difficulty in obtaining pulpwood, wood pulp, 
chlorine, sulphur and a number of other essential supplies 
right now, but we have not lost any production. We have 
had enough flexibility within the company to operate at 
capacity levels— (Treasurer) 


* * * 


We have had a minor cutback in special coated papers, 
owing to restrictions on copper and aluminum and scarcity 
of certain polymers.— (President) 


* * * 


We have not suffered a cutback in production, but we 
are having a tight squeeze on pulpwood for our paper mill. 
There have been all sorts of shortage threats, the most point- 
ed of which are sulphur for paper making and machine wires 
for both pulp and paper making. 

The most alarming situation is that use of copper has 
been ordered cut back for the production of pulp and paper 
machine wires. Without such wires, pulp and paper simply 
cannot be made; and for the sake of a few tons of copper, 
thousands of tons of pulp and paper production may be 
lost. 

Shortages of bleached sulphate and titanium have had 
their effects on certain grades of paper but have not resulted 
in any cutback. Some reduction in the amount of chlorine 

which can be used is reported to be coming along. The effect 
of this would be on quality rather than quantity of pro- 
duction.— (President) 


Petroleum Products 

Our production has not been retarded by material short- 
ages. We are finding it increasingly difficult to obtain 
certain materials, notably some chemicals and metals; and 
in a few cases, we are filling our requirements almost on a 
day-to-day basis. 

Our present estimate indicates that shortages of oil-well 
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casings, tubings, and drill stems will affect our drilling pro- 
gram by 25% for the year. Mill shipments are running late 
by sixty to ninety days. Government regulations or priori- 
ties will be necessary for proper channeling of steel to es- 
sential industries— (Comptroller) 


Ee ee ae 


Our operations have been handicapped by the shortage of 
a large number of materials. Steel shortages have slowed 
up our production program and our construction of pipe 
lines, gasoline plants, and refineries. Material shortages have 
slowed up construction of service stations and marketing 
outlets. We do not anticipate restoration of former pro- 
duction levels until the emergency is ended, although we 
do expect the government to permit a reasonable amount 
of activity— (Vice President) 


* * * 


Many items have been exceedingly difficult to obtain, but 
by a complete canvass of all possible sources we have been 
able to secure our requirements. We may soon be faced 
with some cutback in operations due to lack of materials. 


Production facilities for most of the merchandise we 
purchase are sufficient for peacetime consumption. With 
the unusual demands of the military, priorities for essential 
industries and limitations on nonessentials are the most ef- 
fective way to provide sufficient material for our operations. 
— (Assistant to Executive Vice President) 


* * * 


We are beginning to have difficulty in obtaining adequate 
quantities of alloy steels for plant maintenance, but we have 
not experienced any actual cutbacks in our output.— (Pres- 
ident) 

* * * 

Our manufacturing and marketing activities are being 
conducted at the maximum rate our facilities will permit. 
But we are disturbed by the immediate outlook for the 
materials needed to conduct our operations at present levels. 
At the moment we are unable to cover all our first-quarter 
requirements for a number of finished steel products, par- 
ticularly tubular goods, plates and structurals. Serious 
shortages are appearing in chemicals, especially sulphur, 
sulphuric acid, caustic soda and those used by us as addi- 
tives and inhibitors.— (Chairman) 


Rubber 

Restrictions on the use of rubber will retard our produc- 
tion in 1951 to possibly 20% below 1950. There is no re- 
lief in sight until the government stockpile is completed 
(President) 

* * * 

The industry is currently limited to 90,000 long tons a 
month of new rubber for civilian products, to which can 
be added approximately 8,000 tons a month for military 
products. This rate of 98,000 long tons is substantially 
above the average of 90,000 long tons a month consumed 
for all purposes during the twelve months ended June 30, 
1950, but it is below the quantity which would be consumed 
currently if there were unlimited supplies. Other shortages, 
which might limit production if larger quantities of rubber 
become available, are textiles and carbon black. It is an- 
ticipated that larger quantities of rubber will be available 
in April or May, 1951. 
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The shortage of rubber is due to the strategic stockpiling 
of natural rubber at a faster rate than in the early part of 
1950, and to the delay in reactivating stand-by synthetic 
rubber facilities to capacity output— (Director of Business 
Research) 


* * * 


The shortage of natural rubber was created by the govern- 
ment’s defense stock pile. The shortage of synthetic rubber 
is caused by the delay in reopening the government’s rubber 
plants. As a consequence, the government has placed al- 
location controls on the total new rubber, both natural and 
synthetic, which we may use. 

The outlook for restoration of our former level of pro- 
duction is good. We anticipate that within three months, 
as larger supplies of synthetic rubber are available, we will 
be operating at full capacity. The shortages would not be so 
acute if the government had heeded the counsel of the rub- 
ber industry, and reopened the synthetic rubber plants in 
1949 and 1950. Everything possible is being done to im- 
prove this situation at the present time.— (Assistant to the 
President) 


Textiles 


Cutbacks are virtually nonexistant in our activities, al- 
though we lack adequate supplies of synthetic textile fibres. 
Wool prices have risen fantastically, but through forward 
ordering we have maintained adequate supplies.— (Vice 
President) 


* * * 


Our production has not been retarded by material short- 
ages. Demand for raw materials in our industry is expand- 
ing, and larger production could be absorbed. The producers 
of the raw materials have not expanded their facilities as 
rapidly as they might have, partly because of high costs 
and partly because technological advances may make some 
present productive processes obsolete. There is some cur- 
tailment of present facilities owing to temporary allocations 
of essential chemicals to other uses. We expect this to be 
adjusted when such chemicals are under over-all alloca- 
tion — (Vice President) 


* * * 


The caustic supply almost slowed us down for a while, 
but the settlement of the strike was very timely from our 
point of view. Beyond shortages in major commodities, 
such as cotton and rubber, we do not anticipate that sup- 
plies of other materials will hamper us. 

At this moment sulphuric acid appears to be one of our 
principal problems for 1951, and chlorine may prove scarce. 
In the case of sulphuric acid, additional facilities are being 
provided and before the end of the year we can look for an 
improvement. Right now, the plastics field is straining the 
supply. We shall be able to use synthetic rubber as a sub- 
stitute for natural rubber to a considerable extent.— (Vice 
President) 


* * * 


There is a shortage of staples. Foreign staples have fallen 
off approximately half a million pounds monthly and no 


replacement is in sight. No cutback has been made, but a 
curtailment in the next six months is expected. 


This shortage of staples is owing to a short domestic 
cotton crop and limits upon cotton exports. Foreign coun- 
tries retaliated by curtailing their exports (Assistant to 
the President) 

* * * 

We have no difficulty, except for spun rayon, the shortage 
in which has hampered head motion looms slightly. As 
these weavers can be used for other fabrics and will be 
used for defense, the lack of spun rayon will not hurt us. 
Purchasing ahead has enabled us to keep our production 
level up. We could use a great deal of nylon yarn, if it 
were obtainable, because this is a desirable yarn for furni- 
ture and automobile fabrics. The scarcity is owing to lack 
of production facilities — (Secretary-Treasurer) 


* * * 


We have not encountered any shortage of raw material 
(primarily jute fiber), but dependence on a foreign source 
of supply introduces the possibility of disturbances in times 
of international tension. In flax, a fiber which we use also 
in substantial quantities, there are definite indications of 
shortage, particularly in flax of high quality. This is partly 
a seasonal factor arising from poor crop conditions last 
year in some of the principal producing areas.— (Vice Presi- 


dent) 


* * * 


Shortages are affecting us, and in some operations pro- 
duction has been cut back about 20%. For production as 
a whole the reduction is probably not more than 10%. 
We see no chance of restoration soon. Part of the difficulty 
stems from chemical strikes last summer.— (Secretary and 


Treasurer) 
* * * 


There appears to be a distinct shortage of raw materials 
in the wool textile industry. Prices have soared to tremen- 
dous levels. However, there will be no shortage of this raw 
material during the current year. Production is not ham- 
pered, and it is doubtful that it will be. A normal supply 
of wool is being shorn in the Southern Hemisphere, but it 
will be several months before this clip begins to be felt in 
the Northern Hemisphere. Manufacturers will not begin 
to get results from the shearing in the Northern Hemis- 
phere until May or June.— (President) 


* * * 


We are experiencing a shortage of wool, but it has not 
affected our production rate. The world shortage has boost- 
ed the price to a point where it seems questionable whether 
some wool products can find a market at the prices neces- 
sary to show a profit. The shortage of wool will get worse 
before it gets better. The government’s desire to stock-pile 
certain types of wool, coupled with the already existing dis- 
parity between demand and world supply, indicates either 
a wilder scramble, with still higher prices, or some kind of 
control program. Any future increase in world wool out- 
put must be gradual, and the problem will be with us for 
some time.— (Vice President) 
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TRAVELING ABROAD? 
AND IN WHOSE SHIPS? 


The “‘nationality’” of the ships you’re 
traveling on is a matter of concern 
to international trade. For, while our 
exports and imports of goods are im- 
portant to our entire economy, so too 
is our ‘invisible’ trade with other 
countries. 


And the two interconnect. Dollars that buy our goods cannot buy our 
shipping space. Dollars earned from American travel abroad can be 
used to buy our goods—or other things. 


In 1947, the rest of the world had to find the dollars to pay us more 
than $11% billion for our net earnings on invisibles. Last year, we 
earned much less on these items (shipping, travel, investment income, 
and government and private outlays for services, rentals, royalties, 
etc.) 


The great changes that have occurred in our nonmerchandise relations 
are analyzed in detail in 


Invisible Trade of the United States 
in the Postwar Era 
This first in a new occasional series of Technical Papers has just been 


published by The Conference Board’s Division of Business Economics. 
Copies are available to Associates upon request. 


STRETCHING OUR AVAILABLE MANPOWER 


The times call for getting the most out of our existing industrial plant. 
Greater precision work for armaments. More volume for the mass market. 
American know-how belongs to all: to the skilled and semiskilled; the 
unskilled; the clerical workers; the professionals and executives. Today, 
when our demand for goods tends to strain the labor market, closer focus 
on all factors of productivity—the management, the worker, his machine, 
his training, morale factors, etc.—become more important than ever. 

To study the problem with The Conference Board see: 


SPECIAL STUDIES . 


“Measuring Labor's Productivity’’ Studies in Business Policy, No. 15, February, 1946 
“The ‘Miracle’ of Productivity’ Studies in Business Economics, No. 9, June, 1947 
“Productivity and Progress’ Chart Book, May, 1946 


THE BUSINESS RECORD 


“Productivity in Nonmanufacturing” July, 1950 

“Productivity Gains Equal Expectations’ May, 1950 

*“Recent Productivity Trends and Their Implications’ May, 1950 
“It’s Not Always Productivity” March, 1950 

“Man Hour Output in Manufacturing” February, 1950 

“A Look at the Productivity Record” February, 1949 
“Production vs. Productivity” December, 1948 

“Productivity on the Increase’ June, 1948 

“British vs. American Productivity’ November, 1947 
“Productivity and Labor Cost Trends” May, 1947 

“Productivity: Conflicting Story” September, 1946 

“Regional Aspects of Productivity and Unit Labor Cost’’ August, 1945 
“Trends in Unit Labor Costs” March, 1945 

“Trends in Productivity” February, 1945 


THE MANAGEMENT RECORD 


*"Productivity: How to Increase It’’ May, 1950 
‘ “Is Productivity Increasing?” June, 1947 


THE ECONOMIC ALMANAC 


Agriculture, page 213 Mining, pages 224-225 
Electric light and power, page 234 Railroads, page 260 
Manufacturing industries, pages 366-367 Telephone and telegraph, page 243 
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